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CHAPTER  I. 

ON  THE  ORIGIN,  OBJECT,  AND  OPERATION  OF  Till     ACT 

OF    1844. 

On  the  re -assembling  of  Parliament,  a  strenuous  effort  will 
be  made  for  the  repeal  of  the  Act  of  1844,  under  which 
the  charter  of  the  Bank  of  England  was  renewed.  It  is 
therefore  of  the  highest  importance,  that  the  public  should 
have  a  clear  and  distinct  perception  of  the  objects  which 
that  Act  wras  intended  to  accomplish ;  of  the  results  which 
it  has  actually  produced ;  and  of  the  consequences  which 
its  abolition  would  involve.  The  acquisition  of  accurate 
knowledge  on  these  severa]  points  becomes  the  more  in- 
dispensably necessary,  because  there  continues  to  prevail, 
even  amongst  the  most  intelligent  and  influential  oppo- 
nents of  the  existing  law,  an  extraordinary  contrariety,  a 
perfect  chaos  of  opinion,  regarding  the  measures  which 
ought  to  be  adopted  in  its  stead,  for  the  future  regulation  of 
the  currency.  The  merchants,  bankers,  and  traders,  who 
signed  the  London  petition,  pray  for  a  relaxing  power  and 
a  double  standard.  The  Glasgow  Chamber  of  Commerce 
require  an  expansion  of  the  circulation  by  the  issue  of  one 
pound  notes  by  the  Bank  of  England.  Mr.  Tooke  and 
his  followers,  while  denouncing  the  existing  law  without 
suggesting  any  definite  substitute,  repudiate  the  double 
standard  and  the  one  pound  note.  Mr.  Wilson,  the 
able  and  indefatigable  editor  of  the  "  Economist,"  while 
regarding  Mr.  Tooke  as  the  first  philosopher  of  the 
age,  and  denouncing  the  principles  of  the  Act  of  1844, 
scandalizes  his  master  by  proposing  that   these  same  prin- 
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ciples  shall  be  so  extended  as  to  embrace  a  one-pound  note 
circulation,  to  the  amount  of  30,000,000/.     The  accom- 
plished and  eloquent  author  of  the  "  History  of  the  French 
Revolution,"  and  his  admirers,  would  furnish  us  with  paper 
money,  of  which  the  standard  should  be,  not  a  definite 
quantity  of  gold,  but  the  indefinite  quantity  of  the  paper 
money  itself,  which  might  constitute  the  market  price  of 
a  definite  quantity  of  gold.     The  economists  of  the  Bir- 
mingham school  recommend  the  more  intelligible  course 
of  altogether  dispensing  with  the  incumbrance  of  a  standard  ; 
while  Lord  Ashburton,  whose  opinions  must  ever  be  re- 
ceived with  respectful   consideration,  would  escape  from 
the  periodical  revulsions  resulting   from  an  ill-regulated 
paper  currency,  by  causing  the  whole  of  our  bank-note  cir- 
culation to  be  issued  against  bullion  held  in  deposit,  as  in 
the  case   of  the  Bank  of  Hamburgh. — The  principles  of 
monetary  science,  as  they  have  been  propounded  and  esta- 
blished by  Adam  Smith,  by  Mr.   Ricardo,   and  by  their 
followers  in  the  present  day,  present  a  clue  by  the  guidance 
of  which  we  may  hope  to  wind  our  way  through  the  mazes 
of  this  otherwise  bewildering  labyrinth. 


Section  I. —  Origin  of  the  Act  of  1844. 

The  Act  of  1819  declared  that  the  notes  of  the  Bank  of 
England  should  be  once  more  convertible  into  gold,  upon 
demand,  at  the  rate  of  SI.  17s.  \0%d.  per  ounce.  But 
although  the  law  imposed  upon  the  Directors  of  the  Bank 
the  liability  of  payment  in  gold,  upon  demand,  it  did  not 
•  give  to  the  public  any  adequate  security  that  the  Bank 
should  have  the  means  of  discharging  that  liability.  The 
furnishing  of  these  means  was  left  to  the  discretion  of  the 
directors  ;  and  it  was  expected  that  their  practical  know- 
ledge of  the  causes  of  the  fluctuations  in  the  money  market 
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would  enable  them  to  provide  against  all  emergencies,  by 
maintaining  a  sufficient  reserve  of  bullion.  The  result  has 
proved  that,  in  entrusting  the  convertibility  of  the  cur- 
rency to  the  discretion  of  the  Bank  Directors,  Parliament 
committed  a  mistake. 

In  1824  and  1825,  a  speculative  phrenzy  pervaded  the 
country,  which  resulted  in  the  contraction  of  foreign  loans 
to  the  amount  of  55,000,000/.,  and  in  the  formation  of  620 
joint-stock  companies,  whose  projects  would  have  required 
a  capital  of  more  than  372  millions.  As  the  inevitable 
reaction  approached,  the  directors  of  the  Bank  adopted  no 
timely  precaution  for  the  protection  of  their  coffers.  Al- 
though the  drain  from  their  reserve  of  gold  commenced  in 
October,  1824,  yet  it  was  not  until  the  autumn  of  the  fol- 
lowing year  that  the  continued  abstraction  of  their  trea- 
sure induced  them  to  contract  their  issues.  The  contrac- 
tion had  been  delayed  to  so  late  a  period,  and  was  now  so 
sudden,  particularly  amongst  the  country  issuers,  that 
while  it  arrested  the  exhaustion  caused  by  an  adverse 
exchange,  it  created  a  new  and  more  unmanageable  drain 
from  domestic  panic.  Credit  was  prostrated ;  seventy  bank- 
ing establishments  were  swept  away  in  less  than  six  weeks  ; 
the  gold  in  the  Bank  was  drained  out  to  within  a  very  few 
thousand  pounds ;  and  the  country  was  brought  "  within  a 
few  hours  of  a  state  of  barter." 

Weii  might  the  late  Lord  Liverpool  declare,  in  refer- 
ence to  the  conduct  of  the  Bank  in  1825,  w  that  a  system 
was  wanted,  which  would  exclude  the  possibility  of  dis- 
credit and  bankruptcy,  by  preventing  every  individual,  or 
association,  from  issuing  notes  without  an  adequate  guaran- 
tee." Every  variation  in  the  seasons,  and  every  adverse 
turn  of  the  foreign  exchanges,  from  whatever  cause  arising, 
furnished  additional  proof  that  the  Legislature  had  com- 
mitted a  mistake  in  delegating  to  the  Directors  of  the  Bank 
of  England  the  important  functions  of  providing  the  means 
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of  securing  the  convertibility  of  the  currency.  The  proof 
of  their  utter  incapacity  for  the  performance  of  this  func- 
tion reached  the  culminating  point  in  1839.  The  scarcely 
credible  extent  of  their  mismanagement  is  well  described 
by  Mr.  Tooke,  in  the  third  volume  of  his  u  History  of 
Prices." 

From  February,  1838,  to  January,  1839,  the  average 
amount  of  bullion  in  the  Bank  was  little  less  than 
10,000,000/.,  the  highest  amount  being  10,126,000/.,  and 
the  lowest  9,336,000/. ;  while  the  average  amount  of  liabi- 
lities, including  circulation  and  deposits,  was  about 
30,000,000/.  This  was  a  safe  position  as  regarded  the 
public  interest,  and  it  ought  to  have  been  a  satisfactory 
position  as  regarded  the  peculiar  interests  of  the  Bank  pro- 
prietary. When  their  stock  of  bullion,  yielding  no  interest, 
was  at  the  highest  amount  of  10,126,000/.,  the  portion  of 
their  circulation,  which  they  had  invested  in  securities, 
bearing  interest,  amounted  to  22,838,000/.  But  the  in- 
terest upon  22,800,000/.  of  securities  was  regarded  as  an 
inadequate  compensation  for  the  loss  of  interest  upon 
10,126,000/.  of  bullion;  and  the  Directors  decided  upon 
diminishing  this  loss,  by  reducing  their  reserve  of  specie. 
After  lowering  the  rate  of  discount  from  5  to  4  per  cent., 
they  resorted  to  the  anomalous  proceeding  of  shipping 
gold  to  the  United  States  of  America.  Mr.  Tooke  might 
well  remark  that  the  adoption  of  this  extraordinary  course 
te  forms  an  additional  instance  of  the  impatience  which,  as 
exhibited  on  former  occasions,  the  Bank  seems  to  have  felt, 
whenever  there  has  been  an  accumulation  of  treasure  in  its 
coffers,  and  of  its  resort  to  some  unusual  effort  to  get  rid  of 
it."  While  the  Directors  sought  to  reduce  their  reserve 
of  treasure  below  the  safe  proportion  to  their  liabilities, 
causes  were  manifesting  themselves  in  combined  operation, 
which  presented  signals  not  to  be  mistaken,  of  an  impend- 
ing drain  upon  their  coffers,  requiring  strong  precautionary 


measures  of  counteraction.  Large  importations  of  foreign 
corn ;  the  combination  entered  into  by  the  banks  and 
planters  of  the  United  States,  for  withholding  the  supplies 
of  cotton  from  the  manufacturers  of  this  country ;  and  the 
derangement  of  commercial  credit  on  the  continent  of 
Europe,  requiring  importations  of  the  precious  metals  into 
France,  Belgium,  the  interior  of  Germany,  and  Russia  ; — 
these  several  causes,  acting  in  combination,  required  on  the 
part  of  the  Bank  Directors  vigilance  to  perceive  the  indi- 
cations of  danger,  and  promptness  and  firmness  of  purpose 
to  apply  timely  and  effectual  precautionary  measures. 
And  what  were  the  preparations  which  the  Bank  Directors 
adopted  for  meeting  the  coming  storm  ?  They  are  nar- 
rated, not  by  an  adverse  witness,  but  by  the  very  advocate 
who  has  pleaded  most  strenuously  for  entrusting  the  man- 
agement of  the  circulation  to  the  discretion  of  the  Bank. 

"  Notwithstanding  the  increase  of  securities  ;  notwith- 
standing the  steady  advance  in  the  market  rate  of  interest ; 
notwithstanding  the  increasing  manifestation  of  the  progress 
of  circumstances  requiring  counteraction  by  a  reduction, 
which  could  now  be  effected  only  by  means  more  forcible 
and  inconvenient  than  would  have  been  requisite  a  few 
months  sooner ;  and  above  all,  notwithstanding  that  there 
had  been  a  diminution  of  upwards  of  two  millions  of  trea- 
sure, the  Bank,  instead  of  taking  warning,  and  retracing  its 
steps  by  a  forcible  reduction  of  its  securities,  actually,  on 
the  28th  of  February,  1839,  issued  a  notice  offering 
advances  to  the  23rd  of  April,  on  similar  securities,  at  the 
same  low  rate  (3|  per  cent.),  as  by  the  notice  of  Novem- 
ber preceding.  And  notwithstanding  an  advance  was  still 
in  progress  in  the  market  rate  of  interest,  with  a  declining 
state  of  our  foreign  exchanges,  and  a  consequent  increasing 
drain  upon  its  treasure,  such  was  the  apparent  otter 
unconsciousness  on  the  part  of  the  Bank  of  approaching 
disturbance   in   the  circulation,   and  still  more  of  circum- 
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stances  threatening  its  stability,  that  not  a  single  step 
appears  to  have  been  taken  which  had  even  the  semblance 
of  an  attempt  at  precaution,  until  the  16th  of  May  follow- 
ing, when  a  notice  was  issued  raising  the  rate  of  interest  to 

5  per  cent."* 

As  it  could  not  have  been  the  intention  of  the  Directors 
of  the  Bank  of  England  to  create  a  necessity  for  a  sus- 
pension of  cash  payments,  their  management  of  the  currency 
during  the  year  1839  appears  altogether  unintelligible. 
In  May  their  securities  were  increased  from  20,700,000/., 
their  amount  in  the  previous  December,  to  23,500,000/., 
while  their  treasure  was  reduced  from  9,300,000/.  to 
5,100,000/.  In  September  the  securities  had  increased  to 
25,900,000/.,  while  the  bullion  had  sunk  to  2,800,000/. 
A  loan  of  2,000,000/.  obtained  from  the  Banks  of  France 
averted  a  suspension  of  cash  payments. 

The  exhaustion  of  the  treasure  of  the  Bank  of  England 
to  within  a  few  thousand  pounds  in  1825,  the  imminent 
[peril  to  which  it  was  exposed  in  1839,  and  its  escape  from 
insolvency  through  the  discreditable  expediency  of  a  loan 
from  France,  had  now  made  it  manifest  that  if  the  converti- 
bility of  the  bank-note  was  to  be  maintained,  the  manage- 
ment of  the  circulation  must  be  committed  to  other  hands 
than  those  of  the  directors  of  that  establishment.  A  Select 
Committee  of  the  House  of  Commons  upon  Banks  of  Issue, 
over  which  the  present  Chancellor  of  the  Exchequer 
presided,  was  appointed  in  1840.  The  witnesses  examined 
before  this  Committee  comprised  individuals  who  combined 
the  most  extensive  practical  knowledge  of  the  money 
market,  with  a  perfect  acquaintance  with  the  principles  of 
monetary  science.  Upon  the  main  object  of  inquiry — the 
means  of  averting  the  danger  of  a  suspension  of  cash  pay- 
ments— the    evidence    of  Mr.    Jones    Loyd   and   of  Mr. 


History  of  Prices,  vol.  iii.  p.  84. 


Norman  was  an  appropriate  supplement  to  Mr.  Ricardo's 
evidence  before  the  Bullion  Committee  on  the  resumption 
of  cash  payments  ;  and  the  Act  of  1844  was  introduced  by 
Sir  Robert  Peel,  as  the  complement  of  his  Act  of  J8h). 


Section  JL —  Objects  and  Provisions  of  the  Act  of  1844. 

The  objects  of  the  complementary  Act  of  1844  were  to 
secure  the  convertibility  of  the  bank-note,  to  impart  to  the 
circulation  a  greater  degree  of  steadiness  than  that  which 
it  possessed  under  the  former  law,  and  to  cause  our  mixed 
currency  of  coin  and  bank-notes  to  expand  and  contract, 
as  it  would   have  expanded  and  contracted  under  similar 
circumstances    had  it    consisted  exclusively  of  coin.       In   1 
order  to  effect  the  accomplishment  of  these  objects,  the  Act 
provided  that  the  Bank  of  England  should  be  divided  into 
two  separate  departments,  the  one  exclusively  confined  to 
the  issue,  circulation,  and  payment  of  notes,  and  the  other 
to  the  ordinary  business  of  a  bank  of  deposit  and  discount ; 
that  the  amount  of  notes  payable  to  bearer  on  demand, 
uttered  by  the  Tssue  Department  of  the  Bank  of  England 
unrepresented  by  bullion  in  deposit,  should  be  limited  to 
14.000,000/.  ;  that  the  amount  of  such  notes  uttered  by  the 
Provincial  Banks  throughout  England  and  Wales  should 
be  limited  to  8,000,000/.  ;  and  that  the  excess  of  the  bank- 
note circulation,  over  and  above  these  fixed  amounts,  should 
be  issued  against  coin  and  bullion  held  in  deposit. 

These  provisions  of  the  Act  of  1844  were  framed  in 
conformity  with  the  following  principles  :— 1st.  That  the 
amount  of  a  strictly  convertible  currency,  which  it  is 
practicable  to  maintain,  is  determined,  not  by  1.  gislatfo 
enactments  or  by  bonking  regulations,  but  by  the  natural 
law  of  equilibrium  by  which  the  precious  metals  are  distri- 
buted throughout  the  countries  of  the  world  :   2nd.  That 
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when  from  any  temporary  cause  the  amount  of  a  mixed 
currency  of  coin  and  convertible  notes  exceeds  the  amount 
determined  by  the  law  of  equilibrium,  the  level  is  restored 
by  the  return  of  a  portion  of  the  note  circulation  upon  the 
issuers,  in  exchange  for  specie  :  3rd.  That  when  from  any 
temporary  cause  the  amount  of  a  mixed  currency  of  coin 
and  convertible  paper  falls  short  of  the  amount  determined 
by  the  law  of  equilibrium,  the  ordinary  level  is  restored 
by  an  influx  of  the  precious  metals.  From  these  principles 
it  follows,  as  a  necessary  corollary,  that  when  that  portion  of 
A  the  note  circulation  which  may  be  issued  upon  securities, 
V  is  fixed  below  the  amount  to  which,  under  the  law  of  equi- 
librium, the  currency  must  conform,  that  portion  of  the 
bank-note  circulation  will  not  be  returned  upon  the  issuers 
in  exchange  for  treasure  ;  and  that,  except  in  cases  of  drain 
from  domestic  panic,  there  will  always  be  retained  in  the 
coffers  of  the  issuing  body,  a  reserve  of  gold  equal  to  the 
difference  between  the  fixed  amount  of  the  circulation 
unrepresented  by  bullion,  and  the  actual  amount  deter- 
mined by  the  law  of  equilibrium. 

Such  being  the  principles  upon  which  the  Act  was 
founded,  it  became  incumbent  upon  those  who  were  con- 
cerned in  framing  it,  to  ascertain,  by  a  careful  reference 
to  past  experience,  the  minimum  amount  below  which, 
in  recent  times,  the  circulation  of  the  Bank  of  England 
had  never  been  reduced.  Now,  it  appears  by  the  Report 
of  the  Select  Committee  upon  Banks  of  Issue  (1840, 
App.  12),  that  in  December,  1839,  the  notes  of  the  Bank 
of  England  were  reduced  to  15,532,000/.  But  this  re- 
turn included  the  Bank  Post  Bills,  amounting  to  about 
800,000/.,  which  are  not  included  in  the  returns  upon 
which  the  Act  is  founded.  Therefore,  making  the  proper 
reduction  of  this  amount,  the  bank-notes  in  circulation  in 
December,  1839  (Bank  Post  Bills  not  included),  must 
have  been   14,732,000/.     To  this  amount,  however,  must 
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be  added  the  amount  of  notes  which,  had  the  separation  of 
functions  then  existed,  the  banking  department  would 
have  been  obliged  to  keep  in  its  till  to  meet  the  demands 
of  its  depositors.  This  amount  we  know  has  been  reduced 
on  a  recent  occasion  to  2,000,000/.  Therefore,  putting 
the  two  sums  together,  we  shall  have — 

Bank-notes  in  circulation,  Decem- 
ber, 1839 £14,732,000 

Amount  of  notes  required,  as  bank- 
ing reserve 2,000,000 

Total  notes  which  would  have  been 
out  of  the  Issue  Department  in 
December,  1839 £16,732,000 

Upon   these  grounds   the   framers   of  the  Act  assumed 
that,  under  a  separation  of  functions,  the  minimum  amount 
below  which  the  notes  out  of  the  Issue  Department  could 
not  be  reduced  under  the  action  of  the  foreign  exchanges, 
was    16,732,000/.  :  that  if   14,000,000/.    were    permitted, 
under  the   provisions   of  the   Act,  to  be  issued  without  a 
corresponding  reserve   of  bullion,   the   minimum    amount 
which  would  be  required  to  be  issued  against  bullion  held 
in  deposits,  would  be  2,730,000/. ;  and  that  as  the  reserve 
of  bullion   could  not,  under  such    circumstances,  be  ever 
reduced  below  2,730,000/.,  the  convertibility  of  the  circu- 
lation would  be  secured. 

The  correctness  of  these  views  have  been  fully  borne 
out  by  experience.  Theory  has  been  verified  by  fact.  In 
so  far  as  regards  the  perfect  convertibility  of  the  circulation, 
the  anticipations  of  the  framers  of  the  Act  have  been 
realized.  From  the  period  at  which  its  provisions  came 
into  operation  up  to  the  present  time,  the  reserve  of  bullion 
in  the  Issue  Department  of  the  Bank  has  never  been  re- 
duced below  8,000,000/. 
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Section  III.  —  The  Operation  of  the  Act  has  been  to  impart 
to  the  Circulation  a  greater  degree  of  steadiness  than  that 
which  it  possessed  under  the  former  law. 

While  the  prime  object  of  the  Act — the  maintenance  of 
sufficient  reserve  of  bullion  in  deposit  to  secure  the  certain 
convertibility  of  the  bank  note — has  been  thus  completely 
accomplished,  there  has  been  no  undue  contraction  of  the 
currency  below  the  amount  at  which  it  is  practicable  that 
an  immediately  convertible  currency  should  be  maintained. 
The  limitation  of  the  issues  of  the  Bank  upon  securities  to 
14,000,000/.,  so  far  from  unduly  contracting   the    circu- 
lation below  the  level  determined  by  the  law  of  metallic 
equilibrium,  has  prevented  those   temporary    depressions 
below  that  level  which  were  of  periodical  occurrence  under 
the  former  system.     We  have  seen,  that  when  the  Bank 
possessed  the  power  of  unlimited  issue,  it  was  in  the  habit 
of  exercising  that   power  in  the  face  of  an   adverse  ex- 
change, until  the  exhaustion  of  its  treasure  compelled  it  to 
provide  for  its  own  safety  by  forcing  down  the  circulation 
below  the  level  of  equilibrium,  until  the  influx  of  bullion 
under    a    favourable    exchange    replenished    its    coffers. 
Under  the  existing  law,  the  reflux  and  efflux  of  treasure 
has    been  automatic,  obeying    the  natural  law  of  equili- 
brium;  and   all  forced   and  artificial   elevations  and  de- 
pressions, above  and  below  the  level  common  to  the  com- 
mercial world,  have  been  obviated.     It  will  be  seen,  by  a 
reference  to  the  Gazette  returns,  that  during  this  year  of 
unexampled   difficulty,  the   highest    amount   of  the  gross 
circulation  out  of  the  Issue  Department  was  27,500,000/., 
and    the    lowest    22,500,000/. ;     and    that    the     highest 
amount  of  the  circulation  out  of  the  Banking  Department 
was   20,800,000/.,   and  the   lowest   17,900,000/.     But   in 
1836 — a  year  of  greatly  mitigated  pressure — the  highest 
amount  of  the  Bank  circulation  was  19,100,000/.,  and  the 


11 

lowest  16,700,000/.  ;  while,  during  the  monetary  pressure 
of  1S39,  the  highest  amount  was  19,300,000/.,  and  the 
lowest  15,800,000/.  The  difference  between  the  highest 
and  lowest  amount  of  the  circulation  in  1839  was 
3,500,000/.,  while,  in  the  present  far  more  disastrous  year, 
the  difference  between  the  highest  and  the  lowest  amount 
of  the  circulation  out  of  the  Banking  Department  and  in 
the  hands  of  the  public  has  been  only  2,900,000/. 

But  the  difference  in  the  extent  of  the  fluctuation  which 
occurred  during  the  periods  under  review,  does  not  tell 
the  whole  of  the  story  in  favour  of  the  Act  of  1844.     In 
October,  1839,  the  period  of  greatest  contraction   during 
that  year  of  comparatively  mitigated  pressure,  when  the 
circulation,  seven    days'    bills    included,    was   reduced    to 
16,800,000/.,  the  reserve  of  bullion  which  was  then  appli- 
cable to  the  payment,  both  of  the  circulation  and  of  the 
deposits,  amounted  to  only   2,500,000/.;  while  in  June, 
1847,  the  period  of  greatest  contraction  during  that  vear  of 
greatly  aggravated  pressure,  when  the  circulation,  also  in- 
cluding seven  days'  bills,  out  of  the  Banking  Department, 
amounted    to     18,740,000/,   there    was    in    the    Banking 
Department   a   reserve    in  coin  and   notes  of  5,600,000/. 
applicable  to  the  payment  of  the  deposits,  and  in  the  Issue 
Department  a  reserve  in  bullion  of  9,600,000/   applicable 
to  the  payment  of  the  circulation. 

These  figures  are  most  important.  They  prove,  beyond 
the  possibility  of  doubt  or  question,  not  only  that  the  Act 
of  1814  has  secured  the  convertibility  of  the  note  circula- 
tion, but  that  the  limitation  of  the  issues  of  the  bank  upon 
securities  to  14,000,000/.,  while  imparting  to  the  circu- 
lation a  degree  of  steadiness  greater  than  it  before  pos- 
sessed, has  had  the  effect  of  maintaining  the  circulation  at 
a  higher  average  level  than  that  which  was  maintainable 
under  the  alternate  expansions  and  contractions  of  the 
former  law. 


12 


Section  IV. —  Under  the  operation  of  the  Act  the  Circulation 
has  expanded,  as  it  would  have  expanded  had  it  been  purely 

Metallic . 

While  the  primary  object  of  the  Act  of  1844  was  to 
secure  the  convertibility  of  the  bank-note  circulation,  its 
secondary  object  was  to  provide  that  our  mixed  currency 
of  coin  and  notes  should  at  all  times  be  equal  in  amount, 
for  the  purpose  of  maintaining  it  at  all  times  equal  in  value 
to  what  would  have  been  the  amount  of  a  purely  metallic 
currency.  This  secondary  object  has  been  fulfilled  to  the 
uttermost  letter.  A  reference  to  the  weekly  returns  pub- 
lished in  the  London  Gazette  will  show  that,  from 
September,  1844  (the  period  at  which  the  Act  came  into 
operation),  up  to  the  present  time,  the  notes  uttered  by  the 
Issue  Department,  over  and  above  the  fixed  amount  of 
14,000,000/.  uttered  upon  securities,  have  been  increased 
or  diminished  in  exact  proportion  to  the  increase  or  dimi- 
nution in  the  amount  of  bullion  in  its  coffers.  So  far  as 
the  gross  amount  of  the  circulation  out  of  the  Issue  Depart- 
ment is  concerned,  the  intention  of  the  Legislature  has 
been  fully  accomplished. 

It  will  also  be  found,  upon  a  reference  to  the  Gazette 
returns,  that  the  amount  of  the  circulation  out  of  the 
walls  of  the  Banking  Department  has  been  increased  and 
diminished  exactly  as  it  would  have  increased  and  dimi- 
nished (other  circumstances  being  the  same)  had  the  cur- 
rency been  purely  metallic.  This  will  be  at  once  apparent 
on  a  consideration  of  the  results  which  would  have  followed 
had  the  Act,  instead  of  authorizing  the  issue  of  14,000,000/. 
upon  securities,  provided  that  the  whole  of  the  issues  of 
the  Bank  of  England  should  be  represented  by  bullion  in 
deposit.  This  provision  would  have  rendered  it  necessary 
that  the  Government  debt  of  1 1,015,100/.  should  have  been 
paid  to  the  Bank,  and  that  the  Directors  should  have  ap- 
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propriated  that  sum,  with  other  securities  to  the  amount  of 
2,984,900/.,  to  the  purchase  of  14,000,000/.  of  gold  in  the 
markets  of  the  world.  Under  these  arrangements  the  Bank 
of  England  would  have  been  assimilated,  as  suggested  by 
Lord  Ashburton,  to  the  Bank  of  Hamburgh.  The  bank- 
note would  have  been  a  bullion- note — a  certificate  for  a 
given  amount  of  gold,  not  only  payable  upon  demand,  but 
actually  in  deposit,  and  would  have  circulated  as  bank 
money,  as  is  now  the  case  in  Hamburgh,  and  was  formerly 
the  case  in  Holland.  The  Issue  Department  of  the  Bank 
would  have  been  converted  into  a  Bank  of  Deposit,  and 
nothing  more  ;  while  the  functions  and  the  operation  of  the 
Banking  Department  would  have  been  left,  to  all  intents 
and  purposes,  in  the  same  state,  and  under  the  same 
influences,  in  which  they  have  actually  been  left  under  the 
existing  law. 

It  is  obvious  that,  had  the  Issue  Department  been  assi- 
milated to  the  Bank  of  Hamburgh,  no  change  in  the  status 
of  the  Bank,  or  in  its  action  on  the  money  market,  could 
have   been  thereby  effected,   beyond  that  of  causing  the 
14,000,000/.  now  issued  upon  securities  to  be  issued  against 
bullion.     The   aggregate  amount  of  the  note  circulation, 
when   issued  wholly  upon  bullion,  would  have  expanded 
and    contracted  with    the    influx   and    efflux    of  treasure, 
as  the  aggregate  amount  issued  upon  securities  and  bullion 
actually  has  done.     The  amount  of  deposits  in  the  Banking 
Department  would  have  increased  and  diminished  under 
the  action  of  the  self-same  causes  by  which  they  have  in- 
creased and  diminished  under  the  existing  law  ;  the  amount 
of  the  reserve  of  notes  retained  to  meet  the  demands  of 
depositors,  would  have  been  regulated,  as  it  is  now  regu- 
lated, by  the  discretion  of  the   Bank  Directors,  and,  as  a 
necessary  consequence,  the  proportion  of  the  gross  circu- 
lation in  the  hands  of  the  public  at  large,  would  have  been 
the  same  as  it  hitherto  has  been.     Let  us  exemplify  these 
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results  by  a  reference    to    the   figures  presented   in   the 
Gazette  returns. 

Had  the  whole  circulation  of  the  Bank  of  England  con- 
sisted of  bullion  notes,  represented  by  gold  in  actual 
deposit,  the  status  of  the  Bank  for  the  week  ending  on  the 
7th  September,  1844,  when  the  said  Act  came  into  opera- 
tion, would  have  been,  with  the  single  exception  of  the 
increased  amount  of  bullion,  identical  with  that  published 
in  the  London  Gazette  for  that  period.  The  bullion  in 
the  Issue  Department  would  have  been  increased  from 
14,300,000/.  to  28,300,000/.;  the  gross  amount  of  the 
circulation  represented  by  bullion  would  have  been,  what 
the  gross  circulation  represented  partly  by  bullion  and 
partly  by  securities  actually  was,  namely,  28,300,0007.  ; 
while  the  circulation  in  the  hands  of  the  public  would 
have  continued  at  20,1 10,000/.,  the  deposits  in  the  Banking 
Department  at  12,200,000/.,  the  seven  days'  bills  at 
1,030,000/.,  and  the  reserve  of  notes  and  coin  at  9,000,000/. 

The  harvest  of  1844  was  the  largest  ever  produced  in 
this  country  ;  the  season  was  also  favourable   throughout 
Europe   and  America  ;  there  was  a  large  quantity  of  old 
wheat  on  hand ;  and,  as  the  natural  consequence  of  these 
abundant  supplies,  the  price  of  wheat  in  England,  from 
September,  1844,  to  the  end  of  June,  1845,  averaged  about 
46^.  per  quarter.     While  agricultural  produce  was  thus 
abundant,  the  state  of  trade  was  prosperous  in  the  highest 
degree.     The  year  1845  was  an  unusually  busy  and  pro- 
fitable one,  alike  to  the  capitalist  and  the  labourer,  in  every 
branch  of  production.     The  quantity  of  raw  cotton  im- 
ported and  retained  for  consumption  in  that  year  was  the 
largest  on  record.     The  same  may  be  said  of  wool.     The 
quantities  of  cotton,  sugar,  and  tea  imported  and  consumed 
in  the  country  were  also  larger  than  in  any  other  year. 
The  declared  value  of  the  principal  articles  of  British  pro- 
duce exported  also  exceeded  that  of  any  previous  year ; 
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and  the  aggregate  tonnage  entered  and  cleared  out  from 
the  United  Kingdom  showed  a  similar  increase.  From 
the  conjoint  operation  of  these  several  causes,  from  this 
extraordinary  increase  in  the  quantity  of  vendible  com- 
modities, money  in  this  country  no  longer  bore  the  same 
proportion  to  the  transactions  to  be  adjusted  which  it  bore 
in  other  countries.  The  necessary  consequence  was,  that 
a  portion  of  the  specie  previously  retained  in  other 
countries  passed  into  this  country,  until  by  such  new  dis- 
tribution of  the  metals  the  proportion  of  currency  to  trans- 
actions was  rendered  the  same  in  this  as  in  other  countries. 
The  bullion  in  the  Issue  Department  rose  from  14,300,000/. 
—its  amount  in  April,  1844— to  15,800,000/.  in  July,  1845  ; 
the  gross  circulation  from  28,300,000/.  to  29,800,000/.  ; 
the  circulation  in  the  hands  of  the  public  from  20,100,000/. 
to  20,600,000/.  ;  the  reserve  of  coin  and  notes  in  the  Bank- 
ing Department  from  9,000,000/.  to  9,800,000/. ;  the  de- 
posits, representing  the  available  capital  placed  by  the 
public  at  the  disposal  of  the  Bank,  from  12,274,000/.  to 
17,37 1,000/. ;  while  the  amount  of  private  securities,  indi- 
cating the  extent  of  the  banking  facilities  afforded  to  com- 
merce, rose  from  7,800,000/.,  their  amount  in  April,  1844, 
to  12,600,000/.  in  June,  1845,  and  to  12,900,000/.  in  the 
following  July.  Now  it  may  be  regarded  as  self-evident 
that  the  same  identical  results  would  have  taken  place  had 
the  circulation  consisted  of  notes  wholly  represented  by 
bullion  in  deposit,  instead  of  consisting  of  notes  partly  re- 
presented by  bullion  and  partly  by  securities.  In  one 
case,  as  well  as  in  the  other,  the  extraordinary  increase  in 
the  quantities  of  vendible  commodities  must  have  caused 
the  currency  in  this  country  to  bear  a  less  proportion  to 
the  amount  of  transactions  than  in  other  countries,  and 
have  led  to  an  influx  of  bullion,  and  to  an  increase  of 
issues,  until  the  ratio  between  the  amount  of  currency  and 
the  quantity  of  commodities  had  been  equalized ;  and  in 
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either  case  the  Bank  Directors  would  have  been  influenced 
by  the  same  identical  considerations  in  determining  the  re- 
spective amounts  of  their  advances,  of  their  securities,  and 
of  their  reserve.  During  the  increase  of  productive  power 
which  occurred  in  1844  and  1845,  the  status  of  the  Bank, 
and  the  incidents  of  the  money  market  under  the  existing 
law,  were  exactly  what  they  would  have  been  had  the 
whole  circulation  consisted  of  bullion  notes  represented  by 
an  equal  amount  of  gold  deposit  in  the  coffers  of  the  Issue 
Department. 

The  exuberant  harvest  of  1844,  and  the  extraordinary 
prosperity  of  manufactures  and  trade  in  1845,  caused  a 
large  increase  in  the  quantity  of  vendible  commodities, 
and,  as  a  necessary  consequence,  in  the  quantity  of  that 
portion  of  them  which  constitutes  loanable  capital ;  while 
the  general  increase  of  wealth  throughout  the  productive 
classes  diminished  the  number  of  necessitous  borrowers. 
The  circulation  expanded  under  the  continuous  influx  of 
bullion,  while,  from  the  high  state  of  commercial  confi- 
dence, a  less  amount  of  currency  was  required  to  adjust  the 
same  amount  of  transactions  as  before.  These  concurrent 
causes  reduced  the  rate  of  interest,  increased  the  value  of 
securities,  and  rendered  it  more  difficult  to  effect  invest- 
ments at  once  safe  and  advantageous  for  the  overflowing 
amount  of  available  and  loanable  capital.  This  excited,  as 
analogous  conditions  of  the  money-market  had  too  fre- 
quently done,  a  spirit  of  extravagant  and  reckless  adven- 
ture; and  the  railway  mania  was  the  result.  Between 
March  and  September,  1845,  joint  stock  speculations  for 
the  immediate  investment  of  capital  were  set  on  foot,  in- 
volving a  larger  aggregate  amount  than  had  ever  before 
been  so  invested  in  this  country.  The  amount,  to  raise 
which  for  railways  alone  the  sanction  of  Parliament  was 
actually  applied  for  in  the  following  session,  exceeded 
340,000,000/.     And  if  we  include  all  the  other  schemes, 
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in  which  scrip,  or  letters  of  allotment,  were  actually  selling 
in  the  market  at  a  premium  in  July,  August,  and  Septem- 
ber, 1845,  the  amount  cannot  be  estimated  at  less  than 
500,000,000/.     Now,  during  the  whole  of  this   period  of 
extraordinary  excitement,  when  everybody  was  buying  or 
selling  shares,  and  while  the  current  rate  of  interest  was 
only  2J  per  cent.,  the  state  of  the  currency,  with  respect  to 
amount  and  to  value,  was  the  same  as  it  would  have  been 
had   the    whole    paper    circulation    been   represented   by 
bullion  in  deposit.     The  issue  of  14,000,000/.  upon  secu- 
rities did  not  reduce  the  value  of  the   circulation  below 
that  of  the  gold  into  which  it  was  immediately  convertible  ; 
neither   could   the  issue  of  the  whole  circulation  against 
bullion  in  deposit  have  rendered  it  of  higher  value  than 
the  gold  which  it  represented.     All  the  causes  which  con- 
tributed  to  excite    a   spirit   of  extravagant  and  reckless 
speculation  and  adventure  in  1845 — the  rapid  increase  in 
available  and  loanable  capital — the  influx  of  treasure — the 
consequent  expansion  of  the  currency — the  increased  dis- 
position to  lend — the  diminished  necessity  to  borrow,  inci- 
dent to  a  high  state  of  commercial  credit — the  fall  in  the 
rate  of  interest — the  increased  value  of  securities,  and  the 
difficulty  of  effecting  investments  at  once  advantageous  and 
secure :    all  these  concurring   causes,    which  have  led    to 
excessive  speculation  under  the  existing  law,  would  have 
operated  with  undiminished  force  had  the  Act  of   1844 
required   that   the    whole    circulation    should    have    been 
issued  upon  bullion.     Under  the  existing  law  the  spirit  of 
speculation  has  been  neither  greater  nor  less  than  it  would 
have  been  under  a  purely  metallic  currency. 
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Section  V. —  Under  the  operation  of  the  Act  the  circulation 
has  contracted,  as  it  ivould  have  contracted  had  it  been 
purely  metallic. 

Having  traced  the  operation  of  the  Act  of  1844  during  a 
period  of  prosperity,  let  us  consider  its  effects  under  a 
period  of  disaster.  If  the  season  in  1844  was  the  most 
abundant  which  the  country  has  seen,  that  of  1846  was 
the  most  disastrous  which  has  occurred  in  modern  times. 
The  staple  food  of  one-third  of  the  population  perished. 
Capital  to  the  amount  of  25,000,0002.  was  exported  in 
payment  for  foreign  provisions.  Other  causes  of  unusual 
potency  concurred  in  diminishing  the  national  wealth. 
The  failure  of  the  cotton  crop  in  America  reduced  the 
supply  and  enhanced  the  price  of  the  raw  material  of  our 
most  extensive  manufacture.  Floating  capital  to  the 
amount  of  1,000,000/.  a-week  was  diverted  from  the  pro- 
duction of  commodities  to  the  construction  of  railroads. 
The  history  of  the  commercial  world  presents  no  previous 
example  of  so  great  and  so  sudden  a  diminution  of  national 
wealth  as  that  which  occurred  in  England  between  June, 
1845,  and  December,  1847.  Let  us  consider  whether  this 
great  and  sudden  diminution  of  the  national  resources  has 
acted  upon  the  money  market,  under  the  provisions  of  the 
Act  of  1 844,  as  it  would  have  acted  had  the  currency  been 
purely  metallic,  or  had  the  whole  circulation  consisted  of 
bullion-notes  represented  by  gold  in  actual  deposit. 

In  September,  1846,  the  circulation  out  of  the  walls  of 
the  Issue  Department  was  29,800,000/.,  represented  by 
14,000,000/.  of  securities,  and  by  15,800,000/.  of  bullion 
in  deposit;  and  in  January,  1847,  the  circulation  was 
26,100,000/.,  represented  by  14,000,000/.  securities  and 
12,100,000/.  bullion.     Now  it  is  self-evident  that  had  the 
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whole  circulation  during  these  two  periods  been  advanced 
upon  bullion,  the  effect,  as  far  as  regards  the  Issue  Depart- 
ment, would  have  been  identical  with  that  which  has 
actually  occurred.  The  bullion-notes,  like  the  existing 
notes,  would  have  been  reduced  from  29,800,0l0/.  to 
26,100,000/.;  and  it  is  equally  evident  that,  as  regards 
the  banking  department,  the  reduction  of  the  circulation 
from  29,800,000/.  to  26,100,000/.  would  have  been  followed 
by  the  same  identical  results,  whether  the  circulation  had 
been  issued  wholly  upon  bullion,  or  partly  upon  bullion  in 
deposits,  and  partly  on  securities.  The  substitution  in  the 
Issue  Department  of  14,000.00(7.  of  bullion  for  14,000,000/. 
of  securities  could  not  have  relieved  the  directors  from  the 
necessity  of  keeping  in  the  banking  department  a  reserve  of 
notes  to  meet  the  demands  of  their  depositors,  and  would 
have  left  in  undiminished  force  the  considerations  and  the 
influences  under  which  they  adjusted  the  proportion 
between  the  respective  amounts  of  their  reserve  and  of 
their  liabilities.  Had  that  substitution  been  effected — had 
the  whole  currency  been  metallic  in  January,  1847,  when 
the  abstraction  of  bullion  had  reduced  the  circulation  out 
of  the  walls  of  the  Issue  Department  from  29,800,000/.  to 
26,100,000/,  the  directors  would  have  retained,  as  they 
did  retain,  5,700,000/.  of  notes  in  the  banking  department 
to  meet  the  demands  of  depositors  ;  and,  consequent w 
the  circulation  in  the  hands  of  the  public  have  been 
what  it  was — 20,400,000/.  Whether  the  circulation  had 
consisted  of  bullion-notes,  as  at  Hamburgh,  or  of  credit- 
notes  only  partially  represented  by  bullion,  as  under  the 
existing  law,  the  drain  of  treasure  which  reduced  the 
circulation  out  of  the  Issue  Department  from  29,800,000/., 
its  amount  on  the  12th  September,  1846,  to  26,100,000/.. 
its  amount  on  the  30th  January,  1847,  would  have  equally 
allowed  the  circulation  in  the  hands  of  the  public  to  be 
increased  from   20,000,000/.   to  20,400,000/. ;    and  for  the 
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plain  and  obvious  reason,  that  whether  the  circulation 
had  been  wholly  metallic  or  only  partially  represented 
by  bullion,  the  Bank  Directors  would  have  been  at  equal 
liberty  to  have  diminished  the  reserve  of  notes  in  the 
banking  department  from  9,800,000/.  to  5,700,000/. 

On  the  10th  April,  1847,  the  bullion  in  the  Issue  De- 
partment had  diminished  from  15,800,0007.  to  9,200,000/., 
and  the  circulation  out  of  that  department  from  29,800,000/. 
to  23,200,000/. ;  while,  in  consequence  of  the  diminution 
of  the  reserve  of  notes  in  the  banking  department  to 
2,800,000/.,  the  circulation  in  the  hands  of  the  public  con- 
tinued to  be  20,400,000/.,  being  still  an  excess  of  400,000/. 
above  the  amount  of  the  circulation  in  the  hands  of  the  public 
in  the  previous  September,  when  the  bullion  was  1 5,800,000/., 
and  the  gross  circulation  29,800,000/.  The  conduct  of  the 
Bank  Directors  in  thus  reducing  their  reserve  will  be  con- 
sidered in  the  next  Chapter.  In  this  place  it  is  sufficient 
to  remark,  that  whatever  their  motives  may  have  been, 
they  would  have  led  to  the  same  identical  course  of  action 
had  the  currency  been  purely  metallic,  which  they  have 
led  to  under  the  existing  law.  As  it  is  self-evident  that 
the  gross  circulation,  whether  wholly  or  partly  represented 
by  bullion  in  deposit,  would  equally  expand  and  contract 
as  treasure  should  flow  into  or  out  of  the  coffers  of  the 
Issue  Department,  so  it  is  equally  self-evident,  that  under 
any  given  amount  of  the  gross  circulation,  whether  wholly 
or  partially  represented  by  bullion,  the  amount  of  the 
circulation  in  the  hands  of  the  public  must  increase  or 
diminish  as  the  Bank  Directors  diminish  or  increase  the 
amount  of  their  reserve  of  notes. 
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Section  VI.—  Conclusions  established. 

The  preceding  review  of  the  practical  working  of  the 
Act  of  1844  has,  as  I  venture  to  believe,  established  the 
following  conclusions  upon  evidence  which  cannot  be 
overthrown  : — 

1st.  That  the  primary  object  of  the  Act,  namely,  that 
of  securing  the  convertibility  of  the  bank-note  circulation, 
has  been  fully  attained. 

2nd.  That  while  this  most  important  object  has  been 
attained,  the  average  amount  of  the  circulation  and  the 
extent  of  the  accommodation  afforded  to  commerce,  instead 
of  having  been  diminished  under  the  operation  of  the  Act, 
have  been  maintained  at  a  higher  amount  than  during  any 
of  the  periods  of  monetary  pressure  which  occurred  under 
the  former  law. 

3rd.  That  the  amount  of  the  circulation  out  of  the  Issue 
Department  has  expanded  and  contracted  as  bullion  flowed 
into  and  out  of  the  coffers  of  that  department,  as  a  purely 
metallic  currencv  would  have  done. 

4th.  That  the  proportion  between  the  amount  of  the 
circulation  in  the  hands  of  the  public,  and  the  amount  of  the 
circulation  retained  as  the  reserve  of  the  banking  depart- 
ment, has  fluctuated  under  the  degree  of  discretion  exercised 
by  the  Bank  Directors,  exactly  as  it  would  have  fluctuated 
under  that  same  degree  of  discretion  had  the  whole  circu- 
lation been  represented  by  bullion  actually  deposited  in  the 
coffers  of  the  Issue  Department. 

5th.  That  inasmuch  as  it  has  maintained  a  sufficient 
amount  of  bullion  to  secure  the  convertibility  of  the  bank- 
note, and  has  preserved  the  currency  from  any  fluctuations, 
whether  in  amount  or  in  value,  greater  than  those  to  which 
a  purely  metallic  currency  would  have  been  liable,  the  Act 
of  1844  has  realized  all  the  advantages  which  could  result 
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from  the  adoption  of  the  suggestion  thrown  out  by  Lord 
Ashburton  for  assimilating  the  Bank  of  England  to  that  of 
Hamburgh,  and  making  the  whole  circulation  to  consist  of 
bullion  notes  represented  by  gold  in  actual  deposit. 

6th.  That  the  system  adopted  for  the  regulation  of  the 
Issue  Department  of  the  Bank  of  England  possesses  an  im- 
portant advantage  over  that  which  is  applied  to  the  Bank 
of  Hamburgh,  inasmuch  as  the  provision  which  authorizes 
the  issue  of  14,000,000/.  of  notes  unrepresented  by  bullion, 
liberates  14,000,000/.  of  treasure  which  would  otherwise 
lie  as  dead  stock  in  the  coffers  of  the  Bank,  and  adds  it  to 
the  reproductive  capital  of  the  country. 

The  Act  of  1819  for  the  resumption  of  cash  payments 
was  strenuously  opposed  by  a  numerous  and  not  unin- 
fluential  section  of  the  commercial  community.  Petitions, 
numerously  signed  by  the  merchants,  bankers,  and  traders 
of  London,  were  presented  to  the  two  Houses  of  Parlia- 
ment, praying  for  the  continuance  of  the  restriction  on  cash 
payments,  and  setting  forth  that  the  return  to  such  pay- 
ments would  "  tend  to  a  forced,  precipitate,  and  highly 
injurious  contraction  of  the  circulating  medium  of  the 
country,  to  lower  the  value  of  all  landed  and  commercial 
property,  seriously  to  affect  both  public  and  private  credit, 
to  embarrass  and  reduce  all  the  operations  of  agriculture, 
manufactures,  and  commerce,  and  to  throw  out  of  employ- 
ment a  great  proportion  of  the  industrious  and  labouring 
classes  of  the  community."  The  Directors  of  the  Bank  of 
England  laid  before  the  Chancellor  of  the  Exchequer  a 
representation,  in  which  they  declared  that  they  could  not, 
"  by  a  seeming  acquiescence,  invest  themselves  with  the 
responsibility  of  countenancing  a  measure  calculated  to 
compromise  the  universal  interests  of  the  empire  in  all  the 
relations  of  agriculture,  commerce,  and  revenue."  After 
these  specimens  of  the  small  degree  of  wisdom  which 
serves  to  govern  the  opinions  of  the  commercial  world,  we 
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need  not  be  surprised  that  an  opposition,  analogous  to  that 
which  was  directed  against  the  Act  for  the  restoration  of 
cash  payments,  should  now  be  directed  against  the  com- 
plementary Act  for  providing  the  means  by  which  metallic 
payments  may  be  permanently  secured.  The  account 
given  by  Mr.  Fullarton  of  the  popular  clamour  which  arose 
against  the  Act  of  1819  may  be  regarded  as  a  sufficiently 
accurate  description  of  the  character  of  the  popular  clamour 
which  he  has  himself  contributed  to  excite  against  the  Act 
of  1844  :— 

"  We  all  remember  the  popular  hostility  which,  for  many 
years,  was  directed  against  the  measure  of  1819  for  the 
restoration  of  cash  payments ;  a  hostility  by  no  means 
confined  to  the  unreasoning  herd,  but  conscientiously  en- 
tertained by  many  well-meaning  people  of  education,  and 
even  by  men  of  some  considerable  talent.  Whatever  went 
amiss,  whether  prices  fell  or  trade  became  stagnant,  or 
speculation  failed,  the  blame  was  invariably  laid  to  the 
unhappy  Peel's  Bill.  To  this  origin  were  traced  the  great 
commercial  revulsions  of  1825,  and  every  man  who  chanced 
to  impair  his  fortune  by  absurd  and  hazardous  adventures 
found  a  salve  for  his  self-reproaches  in  attributing  to  the 
Bill  the  consequences  of  his  own  folly  and  improvidence. 
This  hostility  continued  to  be  maintained  long,  long  after 
it  had  been  demonstrated,  by  the  most  clear  and  convincing 
evidence,  that  the  utmost  practical  change  in  the  value  of 
the  currency  which  the  Bill  could  have  effected  was  in- 
finitely short  of  that  affirmed  by  its  opponents,  and  after  all 
their  sinister  predictions  as  to  consequences  had  been 
falsified  by  its  triumphant  and  easy  success.  Nor  have  the 
popular  prejudices  on  the  subject  entirely  subsided  even 
at  the  present  day.  No  one,  indeed,  except  a  small  knot 
of  deaf  and  incurable  fanatics  raises  any  longer  a  cry  for  a 
return  to  inconvertible  paper." 
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We  may,  perhaps,  be  enabled  to  show  that  Mr.  Ful- 
larton  is  not  himself  so  entirely  without  sin  as  to  be  en- 
titled to  cast  a  stone  at  the  M  deaf  and  incurable  fanatics  "  who 
advocate  a  return  to  inconvertible  paper.  But  before  pro- 
ceeding to  lay  bare  the  misconceptions  and  inconsistencies 
into  which  Mr.  Fullarton  has  fallen  regarding  the  opera- 
tion of  the  Act  of  1 844,  it  will  be  proper  to  enter  upon  a 
preliminary  inquiry  into  the  manner  in  which  the  Directors 
of  the  Bank  of  England  have  conducted  the  business  of  the 
banking  department  under  its  provisions. 
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CHAPTER  II. 

ON  THE  MANNER  IN  WHICH  THE  BUSINESS  OF  THE  BANKING 
DEPARTMENT  OF  THE  BANK  OF  ENGLAND  HAS  BEEN  CON- 
DUCTED  UNDER  THE  ACT  OF  1844. 

By  the  provisions  of  the  Act  of  1844,  the  Banking  Depart-  \ 
ment  of  the  Bank  of  England  was  placed  upon  the  footing 
of  an  ordinary  bank  of  deposit  and  discount.  The  directors 
of  that  establishment  were  as  completely  divested  of  all 
control  and  responsibility,  regarding  the  amount  of  the 
notes  put  out  by  the  Issue  Department,  as  if  the  Act  had 
assimilated  that  department  to  the  Bank  of  Hamburgh,  and 
had  required  that  the  whole  of  its  issues  should  be  repre- 
sented by  bullion  in  actual  deposit.  The  functions  of  the 
banking  department  were  strictly  confined  to  the  operation 
of  banking,  properly  so  called ;  and  the  conduct  of  the 
directors,  in  the  exercise  of  these  functions,  must  be 
estimated  by  their  adherence  to,  or  by  their  departure 
from,  the  same  identical  rules  to  which  private  bankers  find 
it  necessary  to  conform  in  order  to  maintain  the  credit  of 
their  establishments. 

The  primary  rule  of  legitimate  banking,  without  a  strict 
and  constant  adherence  to  which  no  ordinary  bank  of 
deposit  and  discount  can  be  secured  against  insolvency,  is 
the  maintenance  of  a  due  proportion  between  liabilities  and 
reserve.  Now  there  is  nothing,  either  in  the  composition 
or  in  the  circumstances  of  the  Banking  Department  of  the 
Bank  of  England,  to  exempt  it  from  the  necessity  of  a  strict 
adherence  to  the  primary  rule,  the  cardinal  principle,  upon 
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which  alone  the  business  of  an  ordinary  bank  of  deposit 
and  discount  can  be  safely  conducted.  It  differs  from 
ordinary  banks  of  deposit  and  discount  in  the  folio  wing 

r particulars  : — 1st.  Tt  exercises  a  greater  influence  over  the 
money  market  in  proportion  to  the  greater  amount  of  the 
capital  at  its  command.  2nd.  It  receives,  as  the  bank  of 
the  Government,  the  growing  produce  of  the  revenue,  and 
advances  what  may  be  temporarily  deficient  in  the  actual 
resources  of  Government  towards  the  payment  of  the  quar- 
terly dividend  on  the  national  debt.  3rd.  It  holds  some 
considerable  portion  of  the  reserves  of  the  other  metro- 
politan banks.  Now  the  slightest  consideration  will  render 
it  apparent,  that  each  of  these  several  circumstances  by 
which  the  Banking  Department  of  the  Bank  of  England  is 
distinguished  from  ordinary  banks,  so  far  from  constituting 
an  exceptional  case,  justifying  a  departure  from  the 
ordinary  rules  of  legitimate  banking,  renders  the  observ- 
ance of  these  rules  more  indispensably  necessary,  and 
invests  their  violation  with  more  serious  consequences,  and 
therefore  with  a  graver  responsibility. 

An  ordinary  bank  of  deposit  and  discount  may  inflict 
serious  injury  throughout  the  district  over  which  its  opera- 
tions extend,  in  two  several  ways.  1st.  By  unduly 
extending  its  accommodation  to  its  customers,  during  a 
period  of  excitement,  it  may  cause  its  reserve  to  bear  so  low 
a  proportion  to  its  liabilities  as  to  render  it  necessary  under 
a  change  of  circumstances,  such  as  the  commencement  of  a 
drain  of  bullion,  to  provide  for  its  own  safety  by  suddenly 
withholding  the  usual  advances  upon  which  the  trading 
community  with  which  it  was  immediately  connected,  had 
been  accustomed  to  depend.  Through  this  unsteadiness  in 
its  operations,  this  oscillation  between  over-trading  and 
under-trading,  an  ordinary  bank  commanding  a  moderate 
amount  of  capital  may  create  a  monetary  pressure  in  its 
own  locality  more  or  less  severe. 
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2nd.  Serious  as   the   consequences  of  over-banking  in 
this  form  and  to  this  extent  would  be,  the  mischief  would 
be  greatly    aggravated    were   the    bank,  under    any    mis- 
calculation or  oblivion  of  consequences,  to  attempt  to  sup- 
port   the  trade    of   the    neighbourhood   by    continuing  its 
increased  advances  until  its  immediately  available  capital 
became    inadequate    to    meet    immediate   demands.      The 
stoppage  of  the   bank   would  convert  the  local   pressure 
into   a   local  panic,   inflicting  serious  loss  upon  many,  and 
on   not  a  few   inevitable    ruin.     The    loss    and   the   ruin 
would  be  in  proportion  to  the  extent  of  the  operations 
in   which   the    bank    might   have  been   engaged.      Now, 
those   whose    attention    may   have    been    directed    to    the 
embarrassment  and  distress  resulting  from  the  irregularity 
in  the  advances,  and  the  over-trading  of  ordinary  banks 
of  deposit  commanding  an  available  capital  to  the  extent 
of  a  few  hundred  thousand  pounds,  will  be  able  to  form 
some  estimate  of  the  extent  of  the  mischief  which  must 
be   inflicted    on   the   whole    commercial   interests   of   the 
country  through   similar  irregular  movements  of  a   bank 
of  deposit  and  discount,  which  has   under   its   control    a 
fund  exceeding  twenty  or  thirty  millions.    The  force  of  the 
obligations  under    winch    the    directors    of  the    Bank    of 
England  are  placed,  to  conform  to  the  rules  of  legitimate 
banking,   must   be    measured   by   the   magnitude    of  the 
banking  capital  placed  at  their  disposal,  and  the  consequent 
magnitude  of  the  evil  consequences  which  must  arise  from 
any  mismanagement  of  that  large  capital. 

II.  As  the  bankers  of  the  State,  charged  with  the 
important  duty  of  receiving  the  produce  of  the  public 
revenue,  and  of  paying  the  quarterly  dividends  upon  the 
public  debt,  the  directors  are  especially  called  on  to  adhere 
with  unswerving  constancy  to  the  primary  rule  of  main- 
taining an  adequate  reserve.  Nor  can  the  fulfilment  of 
this  obligation,  in  so  far  as  concerns  the  payment  of  the 
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dividends,  be  regarded  as  an  arduous  task.  This  will  be 
immediately  seen  by  a  reference  to  the  Gazette  returns. 
In  the  first  weeks  of  January,  April,  July,  and  October,  in 
each  year,  the  Government  deposits  in  the  Bank  are  at 
their  maximum,  the  receipts  on  account  of  the  revenue 
having,  during  the  immediately  preceding  three  months, 
exceeded  the  ordinary  expenditure  of  the  Government  by 
the  amount  of  the  quarterly  dividends ;  and  on  the  third 
and  fourth  weeks  of  these  months  the  Government  deposits 
are  at  their  minimum,  as  the  advances  on  account  of  the 
dividends  and  of  the  ordinary  Government  expenditure 
exceed,  while  the  dividends  are  in  course  of  payment,  the 
receipts  on  account  of  the  revenue.  While  from  this  cause 
the  Government  deposits  fall  to  their  minimum,  there  is  an 
increase  of  the  private  deposits ;  inasmuch  as  a  portion  of 
the  public  creditors  keep  their  cash  with  the  Bank  of 
England,  and  on  the  receipt  of  their  dividends  pay  back 
into  that  establishment  with  one  hand  the  amount  which 
they  receive  with  the  other.  Now,  as  these  fluctuations 
occur  periodically  at  fixed  periods,  and  as  their  amount  and 
duration  may  be  calculated  upon  with  a  considerable 
approximation  to  certainty,  they  present  no  peculiar  dif- 
culty,  no  exceptional  anomaly,  taking  them  out  of  the 
sphere  of  ordinary  banking  operations.  By  adhering  to  the 
rules  of  legitimate  banking,  by  advancing  in  each  successive 
quarter  in  safe  proportions  (say  two- thirds)  the  growing 
amount  of  the  Government  deposits,  upon  loans  returnable 
upon  the  two  first  weeks  of  the  next  ensuing  quarter,  the 
directors  may  conduct  the  Government  business  with  perfect 
safety  to  their  own  establishment,  and  without  any  sensible 
contraction  in  the  amount  of  the  circulation  in  the  hands  of 
the  public.  And  even  if  the  state  of  the  revenue  should 
render  it  necessary  that  on  the  falling  due  of  the  dividends 
the  Bank  should  make  an  advance  to  Government  on 
deficiency  bills,  such  advance  might  be  made  in  conformity 
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with  the  strictest  rules  of  legitimate  banking,  and  without 
an  inconvenient  limitation  of  the  private  securities  repre- 
senting the  accommodation  afforded  to  trade,  by  a  sale  of, 
or  by  a  borrowing  upon,  Exchequer  bills,  so  timed  that  the 
amount  withdrawn  from  the  circulation  in  the  hands  of 
the  public  should  be  immediately  returned  to  it  through 
the  payment  of  the  dividends.  While  the  magnitude  of 
the  pecuniary  transactions  of  the  Government  imposes  on 
the  Bank  Directors  a  corresponding  obligation  to  conduct 
them  in  conformity  with  the  strictest  rules  of  legitimate 
banking,  the  regularity  with  which  the  Government  pay- 
ments occur,  and  the  certainty  with  which  their  amount 
may  be  foreseen,  render  an  adherence  to  these  rules  in  the 
conduct  of  the  Government  business  peculiarly  facile. 

III.  A  very  important  part  of  the  deposits  of  the  Bank 
of  England  consists  of  the  reserves  of  other  banks.  When 
the  directors  diminish  their  reserve  to  a  dangerous  extent, 
they  endanger  the  reserves  of  other  banks.  The  stoppage 
of  the  Bank  of  England  would  be  tantamount  to  a  general 
stoppage  of  the  London  private  banks  and  discount  houses. 
This  great  establishment,  from  the  vast  amount  of  the 
capital  at  its  disposal,  from  its  being  the  depository  of  the 
public  revenue,  and  of  the  banking  reserves  of  the  sub- 
ordinate banking  establishments  of  the  metropolis,  wields 
a  tremendous  power,  the  misdirection  of  which  might  lead 
not  only  to  its  own  insolvency,  but  to  a  general  insolvency 
of  all  subordinate  concerns,  and  to  national  bankruptcy. 
Let  us  proceed  to  inquire  into  the  manner  in  which  this 
tremendous  power  has  been  exercised. 

In  July,  1846,  the  bullion  in  the  Issue  Department  was 
15.320.000/.  ;  while  in  the  Banking  Department  the  addi- 
tional capital,  over  and  above  the  capital  of  tie  proprietors, 
placed  at  the  disposal  of  the  directors  by  the  depositors, 
amounted  to  22,190,000/.,  the  portion  of  this  additional 
capital    advanced   for  the    accommodation    of   trade    upon 
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private  securities  was  18,145,000/.;  the  Bank  rate  of 
interest  was  3J  per  cent. ;  and  the  reserve  of  coin  and 
notes  retained  to  meet  the  liabilities,  consisting  of  deposit 
and  seven  days'  bills,  and  amounting  together  to  23,083,000/., 
was  9,928,000/.  This  was  a  highly  satisfactory  position. 
While  entrusted  with  the  disposal  of  so  large  an  amount  of 
capital,  and  holding  so  ample  a  reserve,  the  directors 
were  justified,  according  to  the  strictest  principles  of 
legitimate  banking,  in  having  advanced  to  the  public 
18,145,000/.  at  3J  per  cent.  But  the  indications  of  a  less 
prosperous  state  of  things  became  soon  apparent.  The 
diminution  of  capital  from  the  failure  of  the  potato  crop, 
our  increased  imports,  and  our  diminished  exports,  were 
premonitory  symptoms  of  impending  danger ;  and  although 
no  drain  of  bullion  had  as  yet  set  in,  and  although  the 
reserve  of  notes  and  coin  in  the  Banking  Department  was 
still  as  high  as  9,940,000/.,  yet  as  the  amount  of  banking 
capital  at  the  disposal  of  the  directors,  in  so  far  as  repre- 
sented by  deposits,  had  been  reduced  from  22,196,000/. 
to  16,917,000/.,  their  policy  in  reducing  the  rate  of  interest 
from  3J  to  3  per  cent,  on  the  22nd  of  August  must  be  re- 
garded as  at  least  questionable.  A  decrease  of  5,000,000/. 
in  the  deposits  indicated  the  necessity  of  some  reduction  in 
the  amount  of  the  securities,  while  lowering  the  rate  of 
interest  could  only  tend  to  increase  the  advance  on  securi- 
ties, at  the  very  time  at  which  the  funds  from  which  these 
advances  were  to  be  made,  viz.,  the  deposits,  were  dimi- 
nishing. 

In  October,  1846,  the  drain  of  bullion  set  in.  In  the 
first  week  of  January,  1847,  the  amount  of  coin  and  bullion 
in  the  Issue  Department  was  reduced  from  15,322,000/., 
its  amount  in  the  first  week  of  July,  to  14,258,000/. ;  while 
the  banking  capital,  as  represented  by  deposits,  was  reduced 
from  22,196,000/.,  its  amount  in  the  first  week  of  July,  to 
17,894,000/.  in  the  corresponding  week  of  January,  1847; 
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and  while  the   reserve  of  coin  and  notes  in  the  Banking 
Department   had   fallen   from   9,927,000/.    to   8,920,000. 
Throughout  the  latter  months  of  1846,  the  condition  of  the 
Bank  in  both  departments  presented  positive  and  unequi- 
vocal signs  of  a  progressive    decline  in  the  national  re- 
sources.     The  continuous    drain  of  bullion   showed  that 
diminished  production  had  caused  the  quantity  of  commo- 
dities to  bear  a  less  proportion  to  the  quantity  of  money  in 
this  than  in  other  countries ;  the  reduction  in  the  private 
deposits  to  little  more  than  half  the  amount  at  which  they 
had  stood  during  the  first  eight  months  of  the  year  indi- 
cated a  serious  diminution  in  the  amount  of  floating  capital ; 
and  the   diminution  of  banking  capital,  as  represented  by 
these  deposits,  gave  warning  of  an  inevitable  diminution 
in  the  means  of  commercial  accommodation,  which  would 
remain  at  the  disposal  of  the  Bank  of  England.     Under 
these  circumstances  the  conduct  of  the  Bank,  in  continuing 
to  discount  at  3  per  cent.,  cannot  be  defended.     At  length, 
on   the  9th  of  January,  they  raised  the  rate  of  discount 
to  3*  per  cent. ;    and  on   the   16th,  when  they  had  lost 
upwards  of  a  million  of  treasure  in  the  course  of  fourteen 
days,  they  raised  the  rate  to  4  per  cent.     But  they  coun- 
teracted  the  effects   of  even    these    late    precautions,  by 
increasing,  notwithstanding  the  diminished  amount  of  the 
capital  at   their    disposal,  their    advances  upon    commer- 
cial  securities   from   12,153,000/.  and    13,880,000/.,  then- 
amounts  in  November  and  December,  to  14,450,000/.  and 
15,819,000/.,   their   amounts   in   January   and   February. 
In  March,  the  advances  upon  private  or  mercantile  securi- 
ties  were    increased    to     17,650,000/.,    and   in    April    to 
18,627,000/.,  being  an  increase  of  6,474,000/.,  or  more  than 
50  per  cent,  above  their  amount  in  November.     During 
the  whole  of  the  period  through  which  these  extraordinary 
advances  were  being  made,  the  reserve  in  the  Banking 
Department  was  undergoing  rapid   diminution.     Notwith- 
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standing  that  there  had  been  no  increase  of  its  available 
capital  by  an  increase  of  its  deposits,  and  that  a  severe  drain 
of  bullion  was  in  steady  operation,  the  Bank  increased  its 
advances  for  the  accommodation  of  trade  between  six  and 
seven  millions.  These  advances  necessarily  fell  upon  the 
banking  reserve ;  and,  consequently,  on  the  10th  of  April 
the  notes  and  coin  in  the  Bank  till  were  reduced  to 
3,464,0007.  against  liabilities,  on  account  of  deposits  and 
seven  days'  bills,  of  17,229,000/.  The  publication  of 
this  account  created  panic.  A  further  continuance  of 
this  system  of  constantly  increasing  accommodation  by  the 
Bank  was  considered  impossible,  and  stringent  measures 
of  contraction  were  apprehended.  Bankers,  bill-brokers, 
merchants,  and  traders,  therefore,  sought  security  by 
increasing  the  amounts  of  their  immediately  available 
cash.  The  Bank  Directors  were  compelled  to  a  sudden 
withholding  of  accommodation  in  order  to  protect  their 
establishment.  The  discount  of  commercial  bills  of  un- 
questionable credit  was  refused ;  and  for  some  days  the 
monetary  pressure  was  more  severe  than  any  which  had 
previously  occurred  since  the  panic  of  1825. 

It  is  an  extraordinary  fact,  and  one  which  demands  the 
most  serious  consideration,  that  during  the  greatest  in- 
tensity of  the  monetary  panic  in  April,  1847,  the  amount 
of  the  advances  of  the  Bank  in  aid  of  commerce  was  very 
considerably  greater  than  in  1845 — the  year  of  the  greatest 
commercial  prosperity  which  the  country  had  ever  seen. 
The  highest  and  lowest  amounts  of  the  private  securities, 
representing  the  extent  of  the  accommodation  afforded  to 
commerce  were,  in  1845,  16,329,000/.  and  8,561,000/.  ; 
and  in  April,  1847,  18,627,000/.  and  16,079,000/. :  the 
lowest  amount  of  aid  afforded  to  commerce  during  the 
panic  of  April,  1847,  being  equal,  within  250,000/.,  to 
the  highest  amount  afforded  during  the  most  prosperous 
year  in  the  annals   of  British   commerce.     These   figures 
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demonstrate,  that  the  commercial  pressure  and  the  mone- 
tary panic  of  April,  1847,  were  not  caused  by  a  diminution 
of  the  customary  accommodation  afforded  by  the  Bank. 
The  depression  was  the  necessary  sequence  of  a  diminution 
of  the  national  capital ;  and  the  panic  was  the  natural  result 
of  the  abortive  efforts  of  the  Bank  to  supply  the  loss  of 
capital  by  a  departure  from  the  rules  of  legitimate  banking. 
Those  who  contend  that  the  commercial  pressure  of  1847 
was  caused  by  a  contraction  of  the  circulation  and  a  di- 
minution of  banking  accommodation,  are  not  only  oblivious 
of  the  fact  that  that  pressure  was  accompanied  by  a  larger 
circulation  and  by  a  more  extended  accommodation  than 
had  existed  or  been  granted  in  periods  of  prosperity,  but 
maintain  the  absurdity  that  a  nation  may  lose  a  part  of  its 
wealth  without  any  portion  of  the  loss  falling  on  the  indi- 
viduals who  compose  the  nation.  Had  the  Bank  Directors 
possessed  a  mine  of  virgin  gold  beneath  their  vaults,  from 
which  they  could  have  advanced  the  capital  required  to 
purchase  foreign  corn  and  pay  up  railway  calls,  they  might 
have  averted  the  commercial  pressure.  But  as  they  could 
not  create  an  article  of  export  which  would  purchase  in 
foreign  markets  the  commodities  required  to  balance  our 
diminished  production  and  increased  consumption  ;  as  they 
had  no  power  of  creating  additional  capital ;  as  their  func- 
tions were  strictly  limited  to  loaning  out  that  portion  of  the 
diminished  capital  of  the  country  which  was  placed  at  their 
disposal — no  efforts  of  theirs  could  by  possibility  have  pre- 
vented individual  members  of  the  community  from  partici- 
pating in  the  loss  of  wealth  which  the  community  at  large 
had  suffered. 

In  a  country  in  which  trade  is  conducted  upon  an  ex- 
tensive system  of  credit,  every  temporary  diminution  of  the 
national  capital,  whether  arising  from  a  deficient  harvest  or 
other  cause,  must  be  followed  by  a  proportionate  extent  of 
insolvency  amongst   the  commercial  community.      Every 
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observer  of  passing  events  must  have  witnessed  examples 
of  the  inevitable  process.     A  wholesale  merchant  in  good 
credit,  and  with  a  money  capital  of  10,000/.,  may  purchase 
goods  to  the  value   of  100,000/.,  making  his  payments  in 
bills  of  exchange,  and  may  sell  those   goods  at  a  profit  to 
retail  dealers,  receiving  his  payments  in  bills  of  exchange. 
If  the  two  sets  of  bills  should  have  been  drawn  so  as  to  fall 
due  about  the  same  time  they  will  balance  each  other  :  the 
merchant,  making  the  bills  he  granted  payable  at  his  bankers, 
and  endorsing  to  his  bankers  the  bills  he  received,  might 
adjust  the  whole  of  the    transactions  without   finding   it 
necessary  to  draw  a  single  cheque  against  his  cash  account. 
The  process  may  be  repeated.     While  trade  is  prosperous 
and  confidence  unimpaired,   a  money  balance  of  10,000/. 
may  prove   adequate  to  the   conducting  of  transactions  to 
the   extent  of  200,000/.  or  400,000/.    But  a  deficient  har- 
vest occurs  ;    the  increased  price  of  food   diminishes  the 
consumption  and  reduces  the  value  of  the  goods  in  which 
the  merchant  dealt ;  the  retail  dealers  delay  to  renew  their 
purchases,  and  some  of  them  are  unable  to  provide  for  the 
bills   they  passed  for    purchases  already  made ;    the  bills 
which  the  merchant  has  indorsed  to  the  Bank  no  longer 
balance  those   he  has  made  payable  there ;  the  difference 
must  be  drawn  from  his   cash  balance ;  the  depression  in 
trade  increases  ;    his  transactions  have  been  so  extensive 
that  his  outstanding  bills  amount  to  200,000/.,  while,  from 
the  fall  in  prices  and  the  defalcation  of  the  retail  dealers, 
the   good  bills  which  he  holds  on  account  of  the  resale  of 
his  goods  amount  to  no  more  than  180,000/. :  the  difference 
is  twice  the  amount  of  his  money  capital,  and  he  becomes 
insolvent. 

It  is  evident  that,  in  cases  analogous  to  that  above  de- 
scribed, no  possible  extent  of  credit  or  of  banking  accom- 
modation can  avert  insolvency.  When  the  amount  of  the 
wholesale  merchant's  acceptances  exceeded  that  of  the  bills 
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he  had  received  on  the  resale  of  his  goods,  he  might  have 
continued  in  business,  although  in  a  state  of  insolvency, 
had  he  been  able  to  discount  the  latter  before  the  former 
became  due  :  but  such  aid,  instead  of  averting  ultimate 
insolvency,  would  have  increased  his  losses  by  the  amount 
of  the  discount  paid.  Other  means  of  continuing  an  ille- 
gitimate  trade,  and  postponing  the  ultimate  result,  might 
be  resorted  to.  Purchases  might  be  increased,  not  with 
the  view  of  realizing  profit,  but  for  the  purpose  of  keeping 
up  a  cash  balance  by  resales  at  short  credit  and  reduced 
prices ;  and  this  fraudulent,  yet  losing  process,  might  be 
prolonged  through  the  aid  of  incautious  bankers  to  the 
certain  injury  of  themselves,  of  the  honest  trader,  and  of 
the  community  at  large. 

VS  hen  there  is  a  diminution  of  floating  wealth — of  the 
vendible  commodities  of  the  country — there  must  be  an 
inevitable  loss  somewhere  ;  and  that  inevitable  loss  neces- 
sarily falls  in  the  first  instance  upon  that  portion  of  the 
trading  community  whose    credit  transactions  have  been 
most  extensive  in  relation  to  the  capital  at  their  command. 
And  where,  from  the  fall  of  prices,  the  loss  of  those  whose 
purchases  have  been  made  upon  credit  exceeds  their  reserve 
of  capital,  advances  from  banks  to  be  repaid  with  interest 
serve  but  to  increase  the  losses  which  must  ultimately  fall 
upon  their  creditors.     Nor  is  this  all.     When  the  loanable 
capital  placed  at  the  disposal  of  bankers   is  advanced  to 
insolvent   traders,   the    accommodation    to    solvent  houses 
whose  assets,   though  not  immediately  available,    exceed 
their  liabilities,  is   diminished  ;  and   such  houses,  for  want 
of  the  aid  thus  mischievously  misapplied,  may  be  driven  to 
an  otherwise  unnecessary  sacrifice   of  property,   or  com- 
pelled to   suspend  payment.     When  the  floating  wealth— 
the    vendible    commodities — of    a    credit-dealing    country 
suffer  diminution,  a  commercial  pressure,  involving  the  less 
stable  portion  of  the  trading  community  in   inextricable 
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difficulties,  is  an  inevitable  evil  which  cannot  be  mitigated, 
but  on  the  contrary  must  be  aggravated,  by  a  departure 
from  the  rules  of  legitimate  banking  to  save  insolvents 
from  insolvency. 

It  has  been  urged  that  during  the  commercial  and  mone- 
tary pressure  of  April,  1847,  the  Directors  of  the  Bank  of 
England  were  compelled  to  depart  from  the  rules  of  legitimate 
banking,  by  the  necessity  under  which  they  were  placed 
of  advancing  the  dividends  upon  the  public  debt  then  fall- 
ing due.  This  is  disproved  by  the  Gazette  returns.  On 
the  27th  of  March  the  Government  deposits  were  6,616,000/., 
the  Government  securities  11,990,000/.,  and  the  private 
securities  17,824,000/.  Now  the  Directors  were  fully 
aware  that  during  the  ensuing  four  weeks,  the  demands 
of  Government  on  account  of  the  dividends  and  of  the 
ordinary  public  expenditure,  would  considerably  exceed 
the  receipts  on  account  of  the  revenue  during  those  weeks  ; 
and  that  a  heavy  drain  must  consequently  fall  upon  the 
Government  deposits.  With  perfect  foreknowledge  of  the 
demands  which  must  be  made  upon  their  coffers,  it  was  the 
obvious  duty  of  the  Directors  to  have  so  arranged  their 
loans  from  the  public  money  entrusted  to  them,  that  the 
securities  upon  which  it  was  advanced  should  have  fallen 
due  as  the  dividends  were  drawn  out.  The  Directors 
adopted  a  directly  opposite  course.  As  the  payment  of  the 
dividends  approached,  their  advances  upon  securities  were 
not  diminished  but  increased.  From  the  20th  of  February 
to  the  10th  of  April  the  public  securities  were  increased 
from  1 1,990,000/.,  to  13,574,000/.,  and  the  private  securities 
from  15,039,000/.  to  18,136,000/.  By  this  most  impro- 
vident increase  of  securities,  the  reserve  of  coin  and  notes 
in  the  banking  department  was  reduced  from  6,732,000/. 
—its  amount  on  the  20th  of  March— to  3,464,000/.  on  the 
10th  of  April.  It  is  palpable,  on  the  face  of  the  Gazette 
returns,  that  this  unsafe  position  was  in  no  way  caused  by 
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advances  to  Government  on  account  of  the  dividends.  The 
Directors  made  no  advances  to  Government  On  the  3rd 
of  April  the  public  deposits  held  by  the  Bank  amounted  to 
6,000,000/.  ;  and  on  the  1st  of  May,  after  the  dividends 
had  been  paid,  their  deposits  still  amounted  to  2,299,000/. 
Thus  the  Bank  did  nothing  more  than  return  to  the  public 
3,721,000/.  out  of  the  6,000,000/.  of  the  public  money 
entrusted  to  its  keeping  ;  still  holding  a  balance  of 
2,299,000/. — a  balance  which  it  might  safely  employ  as 
loanable  capital,  from  the  certainty  that  so  far  from  its 
being  drawn  out  for  Government  purposes,  it  must,  during 
the  next  ensuing  three  months,  be  steadily  increased  from 
the  accumulating  proceeds  of  the  revenue. 

A\  hen  the  Directors  of  the  Bank  of  England  increased 
their  securities  in  March,  they  knew  the  amount  of  the  divi- 
dends to  be  paid  in  April ;  they  knew  the  average  amount 
of  the  ordinary  expenditure,  and  they  also  knew  the 
average  amount  of  the  inflowing  revenue  ;  and  knowing  all 
these,  they  could  not  but  know  that  in  the  first  three  weeks 
of  April  there  must  be  a  diminution  of  their  Government 
deposits  to  nearly  4,000,000/  Under  these  circumstances 
the  rules  of  legitimate  banking  required  that  this  demand 
upon  their  deposits  should  have  been  provided  for  by  such 
a  diminution  of  the  securities  as  would  have  maintained 
their  reserve  at  a  safe  proportion  to  their  liabilities.  Had 
they  abstained  from  increasing  these  by  about  3,000,000/. 
between  the  6th  of  March  and  the  10th  of  April,  or  had 
they  in  the  first  week  in  April  sold  securities  to  that 
amount,  they  would  have  maintained  their  reserve  at  a  safe 
proportion  to  their  liabilities,  and  would  have  prevented 
the  occurrence  of  an  inevitable  pressure  from  being  accom- 
panied by  a  gratuitously-inflicted  panic. 

It  has  been  urged  in  defence  of  the  Bank  that  if  it  were, 
at  a  time  of  monetary  pressure  and  under  a  heavy  drain 
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upon  its  deposits,  to  adhere  to  trie  rules  of  legitimate  bank- 
ing, and  to  recruit  its  reserve  by  a  sale  of  securities,  the 
pressing    of  securities    upon    a   declining   market   would 
reduce  their  value  to  an  extent  most  injurious  to  public 
confidence    and   to  commercial    credit.      The   answer   to 
this    defence   is,    that    when    the    floating   wealth  —  the 
vendible   commodities   of   the    country — have    suffered    a 
serious    diminution,    and   when,    as    a    necessary    conse- 
quence, the  deposits  of  the  Bank   are  reduced  under    a 
drain  of  bullion,  one  of  the  most  effectual  means  by  which 
the  national  loss  can  be  replaced,  and  public  conidence 
restored,  is  a  fall  in  the  value  of  securities.     The  relative 
value  of  the  public  securities  of  different  countries  is  deter- 
mined by  the  relative   degrees  of  credit  which  different 
countries  possess  in  the  estimation  of  the  capitalists  of  the 
world.     When,  from  any  temporary  disaster,  the  value  of 
the   securities   of  any  particular  country  fall  below  their 
relative  value  as  thus  determined,  foreign  capital  flows  in 
for  profitable  investment.     This  influx  of  capital  is  a  resto- 
rative— a  replenishing  process ;  and  any  attempt  to  arrest 
it  by  withholding  securities  from  the  market,  can  have  no 
other  effect  than  that  of  prolonging  the  exhaustion  of  which 
it  is  an  appropriate,  and  to   whatever  extent  it  may  be 
carried,   an  effectual  remedy.     Besides,   when  there  is  a 
diminution  in  the  floating  capital  of  the  country,  creating 
a  demand  upon  deposits,  the  Bank  has  not  the  power  to 
prevent  the  sale  of  a  portion  of  its  securities.     All  it  can 
do  is  to  suspend  their  sale  in  order  to  render  it  more  sudden 
and   extensive.      This   is  most   distinctly    shown   by    the 
Gazette  returns.    The  securities  which  stood  at  31,710,000/. 
on  the  10th  April,  were  reduced  to  26,840,000/.  on  the 
1st  of  May;    being   a    reduction   of  nearly    5,000,000/. 
in   twenty  days.     Had   the   Directors   not   perilled   their 
stability  by  failing  to  bring   their  securities  gradually  to 
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market  to  replenish  their  reserve,  this  abrupt  contraction 
of  banking  accommodation,  and  consequent  paralysis  of 
monetary  transactions,  could  not  have  occurred. 

That  the  aggravated  commercial  pressure  which  occurred 
in  April,  1 847,  was  caused,  not  by  any  contraction  of  the 
circulation, — not  by  any  diminution  in  the  means  of  banking 
accommodation,  beyond  the  proportion  in  which  the 
national  wealth  had  declined, — but  solely  and  entirely  by 
the  capricious  and  fitful  manner  in  which  the  inevitably 
diminished  amount  of  loanable  capital  was  unduly  advanced 
and  suddenly  withdrawn,  is  fully  established  by  the  fact, 
that  confidence  recovered  as  rapidly  as  it  had  declined. 
On  the  1st  of  May  the  deposits,  representing  the  amount 
of  loanable  capital  over  and  above  that  of  the  Bank  pro- 
prietary, placed  at  the  disposal  of  the  Directors,  had  sunk 
to  11,611,000/.  On  the  5th  of  June  it  reascended  to 
15,923,000/.,  and  on  the  26th  of  June  to  17,717,000/.,  the 
amount  within  less  than  200,000/.  at  which  it  had  stood  on 
the  2nd  of  January.  The  rapid  increase  in  the  private 
securities  representing  the  amount  of  accommodation 
afforded  to  commerce,  and  in  the  reserve  of  coin  and  notes 
in  the  Banking  Department,  representing  the  stabilitv  of 
that  branch  of  the  establishment,  was  equally  remarkable. 
On  the  5th  of  June  the  private  securities  had  risen  from 
16,113,000/.,  their  amount  on  the  1st  of  May,  to 
17,085,000/.,  and  on  the  26th  of  June  to  18,315,000/.,  while, 
within  the  same  period,  the  reserve  of  coin  and  notes  had 
risen  from  3,572,000/.  to  5,891,000/.,  and  to  6,475,000/. 

Here  an  important  question  demands  consideration.  On 
the  26th  of  June  the  amount  of  the  circulation  out  of  the 
walls  of  the  Issue  Department  exceeded  its  amount  on  the 
1st  of  May  by  no  more  than  1,170,000/.;  while  in  the 
Banking  Department,  the  amount  of  the  deposits  and  of  the 
reserve  of  notes  on  this  same  26th  of  June  exceeded  their 
amounts  on  the  1st  of  May  by  6,106,000/.  and  2,884,000/. 
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The  curious  and  important  question  which  demands  our 
consideration  is,  how  did  it  come  to  pass  that  an  increase  of 
the  circulation  out  of  the  walls  of  the  Issue  Department, 
to  the  amount  of  only  1,170,000/.,  was  accompanied  by  an 
increase  of  the  deposits  and  reserve  in  the  Banking  Depart- 
ment to  the  amount  of  8,990,000/.  ?  Now,  the  only  answer 
which  can  be  given  to  this  question  is,  that  the  currency 
had  ceased  to  circulate  as  confidence  collapsed  under  the 
mismanagement  of  the  Bank,  and  that  its  circulation  was 
restored  as  confidence  revived.  When  the  Bank,  after 
having,  during  the  three  previous  months  of  the  year,  and 
while  its  bullion  was  steadily  flowing  out,  continued  to  in- 
crease its  securities  and  to  reduce  its  reserve,  was  compelled, 
on  the  17th  of  April,  to  publish  an  account  which  no  private 
bank  could  have  exhibited  without  inviting  insolvency, 
merchants,  bankers,  discount  houses, — all,  in  fact,  who  had 
engagements  to  provide  for, — sought  to  strengthen  their 
position  by  contracting  their  engagements  and  hoarding 
their  cash.  And  when  the  consequent  fall  in  the  value  of 
securities,  and  in  the  prices  of  commodities,  caused  an 
influx  of  foreign  capital,  and  an  increased  demand  for  goods 
for  exportation  the  hoards  were  returned  to  the  channels  of 
circulation. 

During  the  months  of  May  and  June  the  bullion  in  the 
Issue  Department,  and  the  deposits,  the  reserve,  and  the 
private  securities  in  the  Banking  Department,  continued 
to  increase.  In  July,  however,  the  process  was  reversed, 
and  the  signs  of  impending  danger  again  became  apparent. 
Between  the  3rd  of  July  and  the  7th  of  August,  the  bullion 
had  fallen  from  9,562,000/.  to  8,634,000/.,  the  deposits 
from  17,706,000/.  to  13,456,000/.,  and  the  reserve  of  notes 
from  5,156,000/.  to  3,946,000/.  Under  these  circum- 
stances the  Bank  Directors  adopted  the  wise  precaution  of 
diminishing  their  private  securities  and  raising  the  rate  of 
interest  from  5  to  5 J.     The  railways  were  rapidly  absorbing 
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the  circulating  capital  of  the  country,  and  outbidding  com- 
merce in  the  discount  market.  Bankers  were  deprived  of 
the  power  of  affording  the  customary  accommodation  to 
trade,  by  the  withdrawal  of  deposits  to  pay  up  railway  calls. 
In  Scotland  persons  who  had  obtained  cash  credits  with  the 
banks  drew  against  their  credits  in  order  that  they  might 
re -loan  the  borrowed  capital  on  railway  securities,  at  a 
higher  rate  of  interest  than  that  which  they  paid  to  the 
banks.  The  banks  checked  the  practice  by  contracting 
their  cash  credits,  and  appropriating  to  themselves  the 
higher  rate  of  interest  obtainable  upon  railway  securities. 

While  the  customary  accommodation  was  thus  withdrawn 
from  trade,  circumstances  occurred  which  rendered  that 
withdrawal  peculiarly  embarrassing.  The  rapid  conversion 
of  floating  to  fixed  capital,  the  destruction  of  a  large  pro- 
portion of  the  national  subsistence,  the  enormous  outlay  in 
the  purchase  of  foreign  provisions,  and  the  unprecedented 
extension  of  credit  transactions,  had  induced  such  a  com- 
plication of  industrial  derangement,  that  the  remedies  essen- 
tial to  permanent  restoration  could  not  be  brought  into 
operation  without  exciting  a  temporary  paroxysm  of  intenscr 
suffering.  The  blessing  of  an  abundant  harvest  brought 
down  the  price  of  corn  from  102s.  to  48s.  per  quarter,  and 
occasioned  a  most  distressing  amount  of  individual  loss. 
Houses  long  established  and  supposed  to  be  possessed  of 
the  most  ample  resources,  stopped  payment.  At  first  it 
was  believed  that  the  failures  would  be  confined  to  the 
corn  trade ;  but  it  was  soon  discovered  that  over-specula- 
tion and  consequent  insolvency  had  extended  to  other 
branches.  During  the  month  of  September  failures  of 
houses  engaged  in  various  departments  of  commerce  took 
place  in  rapid  and  melancholy  succession.* 


*  Speech  of  the  Chancellor  of  the  Exchequer. 
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These  failures  excited  not  merely  surprise,  but  astonish- 
ment. A  few  weeks  before,  the  merchants,  bankers,  and 
traders  of  London  had  presented  a  petition  to  Parliament, 
affirming  that  there  was  "no  undue  extension  of  the  ordi- 
nary commerce  of  the  country  or  any  spirit  of  speculation 
or  over -trading  afloat,  so  far  as  the  trading  interest  was 
concerned."  The  failures  of  September  and  October  dis- 
closed the  otherwise  incredible  fact,  that  this  petition, 
averring  that  there  was  no  spirit  of  speculation  or  over- 
trading afloat  amongst  the  trading  interest,  bore  the  signa- 
ture of  parties  who  had  been  speculating  and  over-trading 
to  an  unexampled  extent,  who  had  been  for  years  insolvent, 
and  whose  liabilities  exceeded  their  assets  in  a  proportion 
so  enormous  as  to  prove  that  their  purchases  upon  credit 
must  have  been  effected,  not  with  any  view  of  realizing  a 
profit,  but  for  the  purpose  of  discounting  bills  to  be  obtained 
upon  the  re-sale  of  the  merchandize  thus  surreptitiously 
acquired.  The  London  petition,  speedily  followed  as  it 
was  by  the  utter  falsification  of  its  statements,  shook  com- 
mercial confidence  to  its  centre.  The  questions  current  in 
the  City  were,  who  can  be  safely  trusted,  and  what  esta- 
blishment will  be  the  next  to  stop  payment  ?  Bankers  who 
had  been  in  the  habit  of  placing  their  balances  in  the  hands 
of  bill  brokers,  locked  up  their  cash  in  their  own  drawers. 
The  discount  houses  were  thus  deprived  of  the  means  of 
affording  the  accustomed  accommodation  to  trade.  Two 
bill-brokers  stopped  payment ;  two  others  were  nearly  para- 
lyzed ;  and  the  remaining  houses,  for  the  purpose  of  securing 
their  own  position,  were  obliged  seriously  to  contract,  if 
not  altogether  to  suspend,  their  usual  advances ;  and  thus 
the  whole  business  of  the  discount  market  was  thrown  upon 
the  Bank  of  England.  The  pressure  upon  the  Bank  was 
so  intense,  that  although  the  usual  demand  for  accommo- 
dation had    not   exceeded   20,000/.,  30,000/.,  or  70,000/. 
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a-day,  the  call  for  loans  on  the  *29th  of  September  amounted 
to  149,000/.,  and  on  the  30th  to  362,000/.* 

Under  these  accumulating  difficulties  the  Bank  Directors 
redeemed,  as  far  as  in  them  lav,  the  error  into  which  thev 
had  fallen  in  the  early  months  of  the  year.  Early  in  Sep- 
tember they  advanced  to  the  public  the  Government 
balances  in  their  hands,  adopting  the  precaution  of  so 
limiting  the  period  of  their  loans  as  to  make  them  repay- 
able in  sufficient  time  to  provide  for  the  October  dividends. 
This  salutary  precaution,  imperatively  necessary  as  it  was, 
in  order  that  faith  might  be  kept  with  the  public  creditor, 
was  regarded  by  the  unreflecting  portion  of  the  mercantile 
community  as  a  measure  of  injurious  and  unjustifiable 
stringency.  This  condemnation  was  inconsistent  and  irra- 
tional. In  April  the  Directors  had  been  censured,  and 
justly  censured,  for  having  reduced  their  reserve  below  the 
measure  of  security,  and  perilled  public  faith  by  not  so 
limiting  the  period  of  their  advances  from  the  Government 
balances  as  to  have  them  returned  as  the  dividends  fell 
due  ;  and  now  that  they  had  corrected  their  former  mistake, 
conformed  to  the  rules  of  legitimate  banking,  and  secured 
the  means  of  keeping  faith  with  the  public  creditor,  the 
former  censure  was  most  inappropriately  revived.  In 
October,  as  in  April,  there  was  panic.  But  the  two  panics 
originated  in  widely  different  causes.  That  in  April  was 
produced  by  the  publication  of  an  account  exhibiting  a 
dangerous  diminution  of  the  Bank  reserve  ;  that  in  October 
was  produced  by  the  astounding  disclosure  that  establish- 
ments of  the  highest  standing  had  been  long  engaged  in  a 
system  of  ruinous  over-trading,  and  that  parties  who  had 
been  looked  up  to  as  the  merchant  princes  of  the  land,  and 
against  whom  a  breath  of  discredit  was  never  cast,  had  not 
been  solvent  within  the  memory  of  a  living  partner.     But 


*  Speech  of  the  Chancellor  of  the  Exchequer. 
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at  both  periods  there  was  monetary  pressure  ;  and  the 
mercantile  community  were  not  in  that  calm  and  dispas- 
sionate mood  which  might  have  enabled  them  to  trace  the 
dissimilar  causes  of  the  similar  effects.  They  had  been 
falsely  told  by  the  concoctors  of  the  London  petition  that 
there  was  "  no  undue  speculation  or  over -trading  afloat,'' 
and  that  "  the  Bank  of  England  was  restrained  by  legis- 
lative enactment  from  giving  those  facilities  by  which,  when 
duly  supported,  commercial  dealings  rectify  the  derange- 
ment produced  by  temporarily  disturbing  causes."  The 
whole  of  the  daily  press  of  the  metropolis,*  with  one  glorious 
exception,  echoed  the  cry  that  the  commercial  collapse  was 
caused  by  the  contraction  of  the  currency  and  the  limita- 
tion of  banking  accommodation  which  had  been  enforced 
by  the  Act  of  1844.  It  was  in  vain  that  the  Gazette 
returns  demonstrated  from  week  to  week  that  the  amount 
of  the  circulation  in  the  hands  of  the  public,  and  the  extent 
of  accommodation  afforded  by  the  Bank,  were  greater  than 
they  had  been  during  periods  of  the  greatest  prosperity; 
and  it  was  all  in  vain  that  the  most  influential  journal  in 
the  civilized  world,  in  a  series  of  articles  of  unrivalled 
power,  reiterated  the  salutary  though  melancholy  truth, 
that  the  commercial  collapse  had  been  caused,  not  by  a 
deficiency  of  paper  money,  but  by  the  destruction  and  ab- 
sorption of  commercial  capital.  The  pearls  were  cast  before 
swine.  The  cry  was  still  "  The  commerce  of  the  country 
cannot  be  carried  on  if  the  continuance  of  the  facility  of 
discounting  legitimate  commercial  bills  be  practically  with- 
drawn :"  the  existing  law,  "  instead  of  sustaining  public 
confidence — the  vital  element  of  a  commercial  body — has 
shaken  it  to  its  centre."  As  u  the  great  commercial  re- 
vulsions of  1825  were  traced  to  the  Bill  of  1819,"  and  as 

*  Some  admirable  papers  on  the  currency,  of  which  I  have  freely  availed 
myself,  appeared  in  the  "  Spectator."  The  principles  of  the  Act  were  also 
ably  denned  by  the  "  Examiner." 
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every  man  who  had  chanced  to  impair  his  fortune  by 
absurd  and  hazardous  adventures  found  a.  salve  for  his-self- 
reproachcs  in  attributing  to  the  Act  the  consequences  of 
his  own  folly  and  improvidence,"  so,  with  a  like  disregard 
of  the  relation  of  cause  and  effect,  the  commercial  revul- 
sions of  the  present  year  were  attributed  to  the  comple- 
mentary Act  of  1844.  And,  again  to  borrow  the  appro- 
priate language  of  Mr.  Fullarton — "  There  were  no  bounds 
to  the  vehemence  with  which  those  whose  interests  were 
touched  embraced  and  propagated  opinions  the  most 
monstrous." 

As  prophecies  have  sometimes  been  the  causes  of  their 
own  fulfilment — as  fear  creates  the  danger  it  apprehends — 
so  the  popular  delusion,  that  the  circulation  had  been  forcibly 
contracted,  realized  the  ideal  mischief.  The  belief  that 
money  was  scarce  made  it  scarce.  The  declaration  of  the 
merchants,  bankers,  and  traders  of  London,  that  commer- 
cial confidence  was  shaken  to  its  centre,  shook  it  to  its 
centre,  and  made  falsehood  truth. 

Thus  was  superinduced  a  panic  scarcely  less  intense 
than  that  of  1825.  About  the  middle  of  October  the 
Royal  Bank  of  Liverpool  failed  ;  and  although  that  failure 
was  caused  by  the  grossest  mismanagement,  yet  its  occur- 
rence aggravated  the  prevalent  distrust,  and  shook  the 
credit  of  other  establishments.  Another  bank  in  Liver- 
pool, and  also  the  North  and  South  Wales  Bank,  stopped 
payment,  and  great,  although  groundless,  apprehensions 
were  entertained  regarding  the  solvency  of  an  eminent 
broker  in  that  town.  The  contagion  spread.  A  bank  in 
the  West  of  England  failed  ;  the  Union  Bank  of  Newcas- 
tle-upon-Tyne stopped  payment  ;  and  there  was  a  severe 
run  upon  the  district  bank  of  that  town,  an  establishment 
of  the  most  undoubted  solidity,  but  which  could  not  have 
made  its  resources  immediately  available  so  as  to  have 
averted  a  suspension  of  payment,  had  it  not  been  sustained 
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by  advances  of  an  almost  unlimited  amount  from  the  Bank 
of  England. 

The  panic  was  fearfully  aggravated  by  an  application  for 
assistance  to  the  Bank  of  England  from  some  banks  in 
Scotland.  It  had  always  been  supposed  that  the  banks  of 
Scotland  rested  on  so  secure  a  footing  as  to  be  able  to  take 
care  of  themselves,  and  that  it  would  never  be  necessary 
for  them  to  ask  assistance  from  the  Bank  of  England.  But 
whether  it  was  that  their  customers  were  drawing  out  their 
deposits,  or  that  they  themselves,  under  the  temptation  of 
the  high  rates  of  interest  offered  by  railway  speculators, 
had  unduly  diminished  their  reserves,  they  found  it  neces- 
sary to  resort  to  the  Bank  of  England  for  aid  in  rendering 
their  securities  immediately  available. 

Although  a  departure  from  the  rules  of  legitimate  bank- 
ing may  create  a  panic,  yet  an  adherence  to  those  rules 
cannot  of  itself  arrest  the  progress  of  a  panic  after  it  has 
set  in.  Exceptional  cases  may  arise,  in  which  a  temporary 
relaxation  of  ordinary  rules,  instead  of  aggravating  distrust, 
may  contribute  to  the  restoration  of  confidence.  Under  no 
state  of  the  law,  and  under  no  system  of  banking,  can  banks, 
whether  of  deposit  or  of  issue,  pay  the  whole  of  their 
liabilities  on  demand.  All  banks,  including  the  Bank  of 
England,  must  stop  payment  under  a  panic  terror  so  ex- 
tensive and  intense  as  to  cause  a  simultaneous  drawing  out 
of  the  whole,  or  a  large  proportion  of  their  deposits.  When, 
in  periods  of  monetary  panic,  the  withholding  of  extended 
accommodation  would  so  aggravate  the  prevalent  pressure 
and  alarm  as  to  increase  the  run  upon  deposits,  the  grant- 
ing of  such  accommodation  may  become  a  measure  of  wise 
precaution,  even  although  its  immediate  effect  should  be  to 
diminish  the  reserve  of  the  Bank  below  the  safe  propor- 
tion. In  such  extreme  and  exceptional  cases  timely  ad- 
vances to  any  amount  within  the  competence  of  the  Bank 
might  prevent  the  withdrawal  of  deposits  to  a  still  greater 
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amount,  and  thus  render  the  position  of  the  Bank  more 
stable  than  before.  Bankers  must  always  expose  themselves 
to  more  or  less  of  danger  by  reducing  their  reserves  below 
the  proportion  prescribed  by  the  rules  of  legitimate  bank- 
ing ;  but  in  periods  of  panic  they  may  expose  themselves 
to  still  greater  danger  by  attempting  to  maintain  their  re- 
serves at  the  proportion  so  determined.  Upon  the  self- 
same principle  upon  which  the  rules  of  banking  are 
founded,  a  departure  from  them  in  periods  of  extreme 
monetary  pressure  may  become  not  only  expedient  but 

necessary. 

On  the  grounds  which  have  now  been  stated,  it  must  be 
admitted  that  there  is  much  to  be  said  in  defence  of  the 
course   pursued   at  this   period  by  the  Bank,  in  making 
advances,   otherwise  of  an  exceptional  character,  for  the 
special  purpose  of  arresting  panic  by  sustaining  the  credit 
of  provincial  banks,  at  the  hazard  of  an  undue  diminution 
of  their  own  reserve.    On  the  30th  of  October  their  reserve 
was  reduced  below  2,000,000/.,  against  liabilities  amount- 
ing to   14,200,000/.;  and  it  was  believed  that,  at  a  later 
period,  the  coin   and  notes  in  the  till  of  the  Banking  De- 
partment fell  short  of  1 ,000,000/.     A  further  diminution 
of  the  reserve  might  have  led  to  the  stoppage  of  the  Bank- 
ing Department.     The  Directors  intimated  to  the  Govern- 
ment that  they  could  not,  without  compromising  the  security 
of  their  own  establishment,  go  on  rendering  assistance  to 
the  various  parties,  both  banks  and  private  concerns,  in 
England  and  Scotland,  from  which  the  most  pressing  appli- 
cations were  made  to  them.     Promptly  and  effectually  the 
Government  interfered.     The  First  Lord  of  the  Treasury 
and  the  Chancellor  of  the  Exchequer  recommended  that 
the  Bank  should  increase  its  issues  upon  securities  beyond 
the   amount  of  the   14,000,000/.   prescribed  by  the  Act," 
engaging,  at  the  same  time,  to  introduce  a  Bill  of  indem- 
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nity  in  the  event  of  a  violation  of  the  law.     The  effect  was 
magical.     The  panic  was  at  an  end. 

The  inferences  to  which  the  facts  thus  briefly  recorded 
naturally  lead  are  instructive  and  interesting. 

It  would  seem  to  be  a  self-evident  conclusion  from  these 
facts,  that  the  commercial  revulsion  was  not  caused  by  a 
contraction  of  the  circulation.  On  the  loth,  23rd,  and 
30th  of  October,  during  the  greatest  intensity  of  the  mone- 
tary pressure,  the  circulation  in  the  hands  of  the  public  was 
respectively  20,394,000/.,  19,359,000/.,  and  20,309,000/., 
being  equal,  to  within  about  200,000/.,  of  the  actual  circu- 
lation during  the  corresponding  weeks  of  January  before 
the  commercial  pressure  had  commenced  ;  while  the  private 
securities  which  represented  the  extent  of  the  advances  of 
the  Bank  in  support  of  commercial  credit,  and  which  had 
been  only  12,700,000/.  in  the  three  last  weeks  of  January, 
swelled  to  19,900,000/.,  18,000,000/.,  and  19,400,000/.,  in 
the  corresponding  weeks  of  October. 

It  has  been  contended  that,  although  the  circulation  in 
the  hands  of  the  public,  and  the  aid  afforded  to  commerce 
by  the  Bank,  were  greater  during  the  intensity  of  the 
pressure  than  they  had  been  in  periods  of  high  confidence, 
yet  that  that  pressure  was  materially  aggravated  by  the 
knowledge  on  the  part  of  the  public  that  as  the  Bank  could 
no  longer  meet  the  demands  on  its  deposits  by  unlimited 
issues,  it  was  deprived  of  the  power  of  supporting  com- 
mercial credit  by  indefinite  advances.  But  it  must  be 
apparent,  upon  a  dispassionate  review  of  the  facts,  that  the 
knowledge  on  the  part  of  the  public  and  of  the  Bank 
Directors,  that  unlimited  issues  and  indefinite  advances 
were  no  longer  practicable,  so  far  from  having  increased 
the  monetary  pressure,  saved  the  Bank  of  England  from 
insolvency,  and  the  country  from  the  disgrace  and  the 
anarchy  which  that  insolvency  would  have  involved.     Had 
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the  Bank  retained  the  power  of  recruiting  its  reserve  by 
increasing  its  issues  upon  securities,  it  could  not,  by  any 
possible  exercise  of  that  power,  have  maintained  the  circu- 
lation at  a  higher  amount  than  that  determined  by  the 
monetary  equilibrium  of  the  commercial  world.  The  sole 
result,  as  far  as  regards  the  amount  of  the  circulation, 
would  have  been  that  the  issues  upon  bullion  would  have 
decreased  as  the  issues  upon  securities  increased.  Had  the 
Bank  persisted  through  the  month  of  April  in  the  course 
which  it  had  steadily  pursued  from  January  till  that  time, 
the  result  here  stated  must  have  ensued.  The  bullion 
would  have  all  disappeared,  and  suspension  would  have 
become  inevitable.  That  the  Bank  did  not  so  proceed,  and 
that  suspension  did  not  occur  at  the  end  of  April,  or  in  the 
course  of  the  following  month,  is  solely  attributable  to  the 
Act  of  1 844. 

Persons  ignorant  of  the  necessary  and  natural  law  which 
governs  the  amount  at  which  a  convertible  currency  can  be 
maintained  have  occasionally  contended  that,  had  it  not 
been  for  the  Act  of  1844,  the  Bank  might  have  supported 
commercial  credit  by  increasing  the  circulation  by  the 
amount  of  the  bullion  in  the  Issue  Department ;  and  that 
it  was  as  absurd  as  it  was  injurious  to  contract  the  currency 
while  there  were  eight  or  nine  millions  of  treasure  locked 
up  in  the  vaults  of  the  Bank.  Now,  whatever  the  amount 
of  treasure  in  the  vaults  of  the  Issue  Department,  that 
amount  was,  under  the  provisions  of  the  Act,  represented 
by  an  equal  amount  of  bank-notes  out  of  the  walls  of  the 
Issue  Department.  An  increased  issue,  equal  to  the  whole 
amount  of  the  bullion,  could  not  have  added  a  single  note 
to  the  maintainable  amount  of  the  circulation.  To  what- 
ever extent  a  further  amount  of  notes  might  have  been 
issued,  to  the  same  extent  bullion  would  have  been  dis- 
placed and  exported,  until  there  remained  no  bullion,  but 
securities  alone,  to  represent  the  whole  amount  of  the  notes 
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issued.  This  would  have  been  a  repetition  of  the  vicious 
process  by  which  the  bullion  was  reduced  to  almost  total 
exhaustion  in  1825,  and  again  in  1837  and  1839;  and  the 
necessity  of  obviating  which  caused  the  discussions  which 
terminated  in  passing  the  Act  of  1844. 

It  is  sometimes  affirmed  that  the  Act  of  1844  has  been  a 
failure,  because,  on  the  first  occurrence  of  one  of  those 
monetary  panics  which  it  was  its  object  to  avert,  the 
Government  was  compelled  to  authorize  its  suspension. 
The  affirmation  betrays  an  utter  ignorance  of  the  objects 
of  the  Act.  These  objects  were  to  secure  the  convertibility 
of  the  bank-note,  and  to  cause  our  mixed  currency  of  coin 
and  notes  to  vary  in  amount  and  in  value  as  a  purely 
metallic  currency  would  have  varied.  These  objects,  as  is 
shown  in  the  preceding  chapter,  have  been  completely 
fulfilled.  The  following  passage  from  a  masterly  tract  by 
Mr.  Loyd,  published  in  1844,  will  establish  the  fact,  that 
the  prevention  of  panic  was  no  object  of  the  Act: — 

"  To  guard  against  commercial  convulsions  is  not  the 
direct  or  real  purpose  of  the  Bill.  To  subject  the  paper 
issues  to  such  regulation  as  shall  secure  their  conformity  in 
amount  and  value  with,  and,  consequently,  their  immediate 
convertibility  at  all  times  into,  metallic  money,  is  the  pur- 
pose to  which  the  provisions  of  the  measure  are  avowedly 
directed,  and  if  the  Bill  further  exerts  any  indirect  influence 
in  restraining  the  oscillations  of  commercial  excitement  or 
the  fluctuations  of  prices,  it  can  only  do  this  to  the  extent 
to  which  mismanagement  of  the  circulation  has  hitherto, 
under  the  existing  system,  been  the  means  of  originating  or 
fomenting  these  evils.  It  has,  however,  been  urged,  as  an 
objection  to  this  measure,  that  it  will  not  effectually  prevent 
the  recurrence  of  commercial  revulsions.  The  answer  to 
this  cannot  be  so  well  given  as  in  the  words  of  one  of  the 
ablest  supporters  of  the  measure,  to  whose  unwearied 
industry,  singularly   acute  perception,  and   sound   philo- 
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sophic  views,  as  Chairman  of  the  Parliamentary  Committee 
of  Inquiry,  the  public  are  mainly  indebted  for  the  success- 
ful conduct  of  that  investigation,  and  for  whatever  public 
benefit  may  result  from  it:—4 1  anticipate  from  the  adoption 
of  this  measure  a  less  fluctuation  in  the  amount  of  the  cir- 
culation— a  less  fluctuation  in  the  range  of  prices  ;  but  I 
am  not  so  unreasonably  sanguine  as  to  suppose  that  it  will 
put  an   end  to  all  speculation  and  to  all  miscalculation  in 
commercial  matters.     Prices  will  necessarily  vary  according 
to  the  relative  supply  and  demand  for  commodities  at  vari- 
ous times.     Speculators  will  make  mistakes  in  their  calcu- 
lations as  to  the  amount  of  the  supply  and  the  urgency  of 
the  demand.     Prices  may  be   unnaturally  forced  up,  and 
individuals  may  be  ruined  in  the  collapse.     All  this  cannot 
be  put  an  end  to,  so  long  as  competition  exists  in  trade,  and 
hope  of  gain  influences  human  minds ;  but  it  is  no  reason 
why  we  should  not  remedy  what  is  in  our  power  because 
we  cannot  attain  everything.    We  can  prevent  an  additional 
stimulus  being  given  to  a  rise  of  prices  and  undue  specu- 
lations, by  the  influence  of  an  ill-regulated  currency  ;  and 
this  it  is  the  duty  of  the  Legislature  to  attempt.' 

To  the  high  authority  of  the  present  Chancellor  of  the 
Exchequer,  Mr.  Loyd  adds  that  of  Mr.  Huskisson  :— 

"The  consequences  of  sudden   alarm   cannot  be  mea- 
sured :  they  baffle  all  ordinary  calculation.     Cash  is  then 
withdrawn  ;  not  because  the  circulation  is  excessive,  but 
by  the  country  banks  and  the  town  bankers,  for  the  pur- 
pose of  meeting  possible  demands  upon  them  ;  and  by  the 
community  at  large,  either  directly  from  the  Bank  or  indi- 
rectly through  the   former  channels,  for    the   purpose   of 
hoarding,  from  the  dread  of  some  imaginary  or  contingent 
danger.     In  such  a  crisis  every  reduction  in  the  amount  of 
Bank  paper  is  so  far  from  checking  the  drain  that  it  Bggra- 
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vates  the  general  distress  ;  because  the  gold  which  is  taken 
out  of  the  Bank,  instead  of  being  substituted  in  circulation 
for  the  notes  withdrawn  from  it,  is  for  the  most  part  locked 
up  :  and  thus,  in  proportion  as  the  stagnant  and  straight- 
ened circulation  wants  life  and  aid,  it  becomes  every  day 
more  embarrassed,  whilst  each  new  calamity  produced  by 
such  a  state  of  things  contributes  to  spread  and  increase 
the  general  apprehension.  It  is  therefore  manifest,  that, 
by  a  possible  combination  of  circumstances,  the  Bank  might 
be  driven  to  part  with  its  last  guinea,  not  only  without 
having  checked  the  drain,  but  with  the  certainty  of  in- 
creasing it  in  proportion  as  the  amount  of  their  notes  was 
diminished.  At  such  a  moment,  the  preservation  of  the 
Bank  from  actual  failure,  though  an  important,  is  but  a 
secondary  consideration — that  of  the  country  is  the  first. 
The  possible  cases,  however,  which  may  call  for  such  an 
intervention  of  power,  are  not  capable  of  being  foreseen  or 
defined  by  law.  The  necessity  may  not  occur  again ;  if  it 
should,  the  application  of  the  remedy  must  be  left  to  those 
who  may  then  be  at  the  head  of  affairs,  subject  to  their 
own  responsibility  and  to  the  judgment  of  Parliament." 

Advocates  and  opponents  of  the  Act  of  1844  admit,  with 
one  accord,  that  there  had  occurred  in  October  last  a  crisis, 
the  remedy  for  which  was  to  be  sought,  not  in  the  pro- 
visions of  the  existing  law,  but  through  an  interposition  of 
power  on  the  part  of  those  who  were  at  the  head  of  affairs, 
subject  to  their  own  responsibility  and  the  judgment  of 
Parliament.  That  the  interposition  of  the  executive  au- 
thority had  become  necessary  is  not  denied.  Questions, 
nevertheless,  continued  to  be  raised  regarding  the  time,  the 
manner,  and  the  consequences  of  that  interposition.  On 
these,  some  brief  observations  may  be  required  :  — 

1st.  It  has  been  contended  that  Government  ought  to 
have  interposed  at  an  earlier  period  of  the  year.  Now,  the 
effects  of  an  earlier  relaxation  of  the  provisions  of  the  Act 
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would  have  been,  that  insolvent  establishments  would  have 
been  enabled  to  protract  their  over-trading,  to  increase  the 
already  enormous  amount  of  their  liabilities,  and  to  involve 
a  wider  circle  of  creditors  in  their  ultimate  and  inevitable 
fall ;  that  there  would  have  been  a  more  rapid  and  extensive 
conversion  of  circulating  into  fixed  capital,  a  greater  with- 
drawal of  banking  accommodation  from  the  support  of  trade, 
a  less  production  of  domestic  with  a  greater  consumption  of 
imported  commodities,  and  a  more  unfavourable  balance  of 
foreign  payments  ;  that  every  additional  note  which  might 
have  been  issued  by  the  Bank  would  have  caused  an  ab- 
straction of  bullion  from  its  coffers  to  an  equivalent  amount ; 
and  that  Government  would  have  been  compelled  to  resort 
to  a  second  and  more  violent  exercise  of  power,  for  the 
purpose  of  averting  national  bankruptcy,  by  a  suspension  of 
cash  payments. 

2nd.  The  origin  of  the  crisis  was  traced  to  two  different 
sources  :  one  party  contending  that  the  panic  was  caused 
by  a  deficiency  in  the  circulation,  another  party  maintaining 
that  the  deficiency  in  the  circulation  was  caused  by  the 
panic.  In  this  divided  state  of  public  opinion,  the  measure 
adopted  by  Government  was  the  most  judicious  which 
could  have  been  devised.  It  was  calculated  not  only  to 
mitigate  the  monetary  pressure,  but  to  decide,  by  actual 
results,  the  controverted  question  regarding  the  cause  in 
which  that  pressure  had  originated. 

The  contraction  and  pressure  which  actually  occurred 
in  the  spring  was  only  just  sufficient  to  stop  the  drain  of 
bullion,  and  keep  the  exchanges  in  equilibrium.  The 
severer  crisis  of  October  was  absolutely  necessary  for  the 
effectual  rectification  of  the  exchanges;  and  it  was  only 
after  that  rectification  had  been  effected  that  the  Govern- 
ment interference  could  have  been  safely  resorted  to. 
Had  it  been  resorted  to  earlier,  it  would  have  prevented 
the  correctives   which  brought  the  exchanges  into  a   safe 
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state  in  October,  and  suspension  would  have  been  the  con- 
sequence. 

"Whether  the  pressure  had  been  caused  by  the  restriction 
imposed  by  the  Act  on  the  issues  of  the  Bank,  or  by  a 
withdrawal  of  the  circulation  under  the  influence  of  alarm, 
the  power  of  unlimited  issue  given  to  the  bank  under  the 
recommendation  and  guarantee  of  Government  would  have 
been  equally  effectual  in  removing  it.  Now,  had  the 
pressure  originated  in  a  deficiency  in  the  Bank-note  circu- 
lation, it  could  not  have  been  removed  unless  that  deficiency 
had  been  supplied  by  the  actual  exercise  of  the  power  of 
unrestricted  issue  conferred  upon  the  Bank  ;  but  it  was 
relieved  without  the  exercise  of  the  extra  legal  power  in- 
trusted to  the  Bank.  The  knowledge  of  the  existence  of 
an  unlimited  power  to  increase  the  circulation  dissipated 
the  alarm  under  which  the  circulation  had  been  contracted. 
As  soon  as  the  Government  measure  was  announced, 
"  thousands  and  tens  of  thousands  were  taken  from  the 
hoards  ;  some  from  boxes  deposited  with  bankers,  although 
the  parties  would  not  leave  the  notes  in  their  bankers' 
hands  ;  large  parcels  of  notes  were  returned  to  the  Bank 
of  England,  cut  into  halves,  as  they  had  been  sent  into  the 
country ;  and  so  small  was  the  real  demand  for  additional 
notes,  that  the  whole  amount  taken  from  the  Bank,  when 
the  unlimited  power  of  issue  was  given,  was  under 
400,000/."  *  By  a  masterly  and  most  successful  stroke  of 
financial  policy  the  monetary  pressure  was  relieved,  and 
the  unsettled  question  regarding  its  origin  and  its  cha- 
racter practically  solved. 

3rd.  The  ultimate  effect  of  the  interposition  of  Govern- 
ment upon  our  monetary  system  may  not  be  unimportant. 
The  only  objection  worthy  of  serious  consideration  urged 
against  the  Act  of  1844  was  that  contained  in  the  memorial 


*  Speech  of  the  Chancellor  of  the  Exchequer. 
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of  some  of  the  London  bankers,  praying  for  the  introduc- 
tion of  a  special  clause  to  facilitate  the  suspension  of  the 
operation   of  the  Act  in   periods   of  peculiar   pressure   on 
the  money  market.     Mr.  Loyd,  in  the  publication  before 
referred  to,  gave,  in  the  words  of  Mr.  Huskisson,  a  suf- 
ficient— it  may  now  be  said,  a  prophetic   answer  to   the 
objection  :    "  Should  a  crisis  ever  arise,  baffling  all  ordinary 
calculation,    and    not  amenable    to    ordinary  principles,  the 
remedy  must  be  sought,  not  in  the  previous  provisions  of  the 
law,   but  in  the  discretion  of  those  who  may  be  then  at  the 
head  of  affairs,   on  their  own  responsibility,  and   subject  to 
the  judgment   of  Parliament"     That    this    was  the    true 
answer   to  the  memorial  of  the  London   bankers  has  been 
verified  by  actual  results.     A  crisis,  baffling  all  ordinary 
calculations,  has  occurred, — the  contemplated  interposition, 
on  the  responsibility  of  ministers  and  subject  to  the  judg- 
ment of  Parliament,  has  taken  place,  and  the  panic  has 
been  made  to  subside  without  its  having  been  found  ne- 
cessary to  resort  to  an  actual  violation  of  the  provisions  of 
the  law. 

The  event  has  proved,  that  a  provision  investing  the 
executive  with  the  power  to  suspend  the  operations  of  the 
law  would  have  been  unnecessary  :  but  this  is  not  all. 
Such  a  provision,  as  was  distinctly  shown  by  Mr.  Loyd, 
would  have  been  not  only  unnecessary  but  mischievous. 
It  is  one  thing  for  the  ministers  of  the  Crown  to  suspend 
the  operation  of  a  law  in  virtue  of  a  special  authority- 
derived  from  Parliament ;  and  it  is  another,  and  quite  a 
different  thing,  for  a  minister  to  violate  the  law  upon  his 
own  responsibility,  subject  to  the  judgment  of  Parliament. 
The  former  course  might  be  adopted  in  the  absence  of 
any  very  stringent  necessity,  under  a  moderate  pressure 
from  without ;  the  latter  course  could  not  be  resorted  to  in 
a  constitutional  country,  except  in  cases  of  real  emergencv, 
in  which  the  public  safety  required  a  prompt  interposition 
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on  the  part  of  the  executive  authority.  Unless  we  could  be 
assured  that  the  integrity  of  our  monetary  system  will  be 
ever  defended  against  the  assaults  of  popular  delusion  by 
Courage  standing  on  the  rock  of  Science,  the  engrafting 
of  a  suspensive  provision  on  the  Act  of  1844  might  lead 
to  the  most  injurious  tampering  with  the  currency. 

The  demand  for  relaxation  in  April  was  such  as  no 
Government  could  have  resisted,  had  it  been  invested  with 
a  legal  power  to  relax.  Yet  it  is  perfectly  clear,  that  re- 
laxation at  that  time  would  have  been  not  only  highly 
injurious,  but  absolutely  fatal.  Suspension  would  have 
been  the  certain  result.  All  the  pressure  which  actually 
occurred  —  that  of  October  superinduced  upon  that  of 
April — was  absolutely  necessary  for  bringing  the  exchanges 
into  that  state  into  which  it  was  necessary  that  they 
should  be  brought  before  the  Government  interference 
could  be  useful  or  even  safe.  But  had  there  been  a  legal 
power  of  relaxation,  the  Government  would  have  been 
inevitably  compelled,  by  the  ignorant  impatience  of  public 
feeling,  to  resort  to  that  power  before  the  proper  time, 
and  when  its  exercise  would  have  necessarily  led  to  a  sus- 
pension of  cash  payments. 
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CHAPTER  III. 

ON  THE  PRINCIPLES  OF  CURRENCY  AND  BANKING,  AS  ESTA- 
BLISHED BY  ADAM  SMITH,  MR.  RICARDO,  MR.  LOYD  AND 
MR.  NORMAN. 

Immemorial  usage  has  rendered  the  precious  metals  the 
universal  medium  of  exchange — the  money  of  the  world. 
They  are  so  distributed  throughout  commercial  countries, 
that  each  country  commands  a  share  proportionate  to  its 
relative  wealth.  But  the  comparative  wealth  of  different 
countries  is  subject  to  constant  variations,  from  temporary  as 
well  as  from  permanent  causes  ;  and  every  such  variation, 
whether  it  proceed  from  a  permanent  or  from  a  temporary 
cause,  is  followed  by  a  transmission  of  the  precious  metals 
from  the  countries  which  may  have  suffered  a  comparative 
diminution,  to  those  which  may  have  acquired  a  relative 
increase  of  wealth,  until  the  proportion  between  the  quan- 
tity of  money  and  the  quantity  of  commodities  is  equalized 
in  all.  A  distinct  and  accurate  perception  of  the  manner 
in  which  this  equalization  is  effected  is  most  essentially 
necessary  to  a  right  understanding  of  the  several  important 
questions  connected  with  the  regulation  of  the  circulating 
medium. 

A\  hen  the  precious  metals  are  distributed  throughout  com- 
mercial countries  in  proportion  to  their  comparative  wealth, 
commerce  becomes  a  trade  of  barter,  and  no  transmissions  of 
specie  are  required.  Now  the  question  which  presents 
itself  on  the  threshold  of  inquiry  is,  "what  are  the  circum- 
stances which  cause  the  value  of  the  commodities  exported, 
to  be  so  exactly  equal   to   the  value  of  the  commodities 
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imported,  as  to  supersede  the  employment  of  the  precious 
metals  in  effecting  international  payments."  If  we  can 
arrive  at  a  correct  solution  of  this  threshold  question,  we 
shall  be  enabled  to  disentangle  most  of  the  intricacies  in 
which  the  principles  of  monetary  science  have  been 
J  involved. 

From  the  ever  operating  principle  of  self-interest,  foreign 
debts  are  invariably  paid  in  the  cheapest  medium.  When 
a  merchant  liquidates  a  foreign  obligation  by  an  expor- 
tation of  commodities,  he  does  so  because,  under  the  actual 
circumstances,  commodities  are  the  cheapest  medium  ;  and, 
when  he  effects  the  liquidation  by  a  transmission  of  specie, 
he  does  so  because,  under  the  actual  circumstances,  specie 
is  the  cheapest  medium.  The  ultimate  question  for  solu- 
tion, therefore,  is,  what  are  the  actual  circumstances  which 
determine  whether  a  foreign  payment  can  be  more  advan- 
tageously effected  by  the  exportation  of  commodities,  or  by 
the  transmission  of  specie  ?  Now,  the  only  answer  which 
can  be  given  to  this  question  is,  that  the  determining 
circumstances  are,  comparative  prices.  When  a  British 
commodity  will  sell  in  the  American  market  for  a  greater 
quantity  of  gold  than  that  by  which  it  can  be  purchased  in 
England  and  conveyed  to  America,  it  amounts  to  a  self- 
evident  proposition,  that  a  debt  due  from  England  to 
America  can  be  more  cheaply  liquidated  by  an  exportation 
of  such  commodity,  than  by  a  transmission  of  gold.  It  is 
equally  self-evident  that  it  becomes  the  interest  of  a  British 
merchant  to  effect  a  payment  in  America  by  a  transmission 
of  gold,  rather  than  by  an  exportation  of  commodities, 
when,  from  a  rise  of  prices  in  England,  or  from  a  fall  of 
prices  in  America,  a  British  commodity  sells  in  the 
American  market  for  a  less  quantity  of  gold  than  that 
required  to  purchase  it  in  England,  and  convey  it  to 
America. 

The  exportation   and  the  importation  of  the    precious 
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metals  are  determined  by  the  same  causes  which  determine 
the  exportation  and  importation  of  all  other  commodities. 
The   British  merchant  sends  cotton  and  woollen  goods  to 
South  America   in  exchange  for  coffee    and  gold.     It  is 
evident  that  he  would  not  import  the  coffee  unless  it  should 
be  worth,  in  the  English  market,  a  quantity  of  cottons  or 
of  woollens,  greater  than  that  with  which  it  was  purchased 
in  the  American  market.     But  it  is  equally  evident  that 
he  would  not  have  imported  the  gold  unless  it  should  have 
been  worth,  in  the  home  market,   a   greater  quantity  of 
British  fabrics  than  that  which  was  given  for  it  in    the 
foreign  market.     Again,  the  British  merchant  re-exports 
the  coffee  and  gold  to  the  north  of  Europe  in  payment  for 
corn  and  hemp.     But  he  would  not  have  purchased  the 
corn  and  hemp  with  coffee,  unless  he  had  expected  that 
their  value,  in  relation   to  coffee,  would  be  greater  in  the 
home,  than  in  the   continental,  market ;   and,  on  the  self- 
same principle,  he  would  not  have  purchased  the  foreign 
produce  with  gold,  unless  he  had  found,  by  reference  to  the 
prices   current,  that  the  value   of  gold,  in  relation  to  that 
produce,  was  lower  in  the  home  than  in  the   foreign  mar- 
ket ;  or,   to  express  the  same  thing  in  other  words,  unless 
he  had  found  that  the  value  of  gold,  in  relation  to  imported 
produce,  was  higher   in    the    foreign    than    in  the   home 
market.     It  may  be  laid  down  as  a  principle  universally 
true,  that  the  precious  metals  will  not  be  imported,  unless 
their  value,  in  relation  to  the  commodities  which  are  the 
subjects  of  international  exchange,  be  greater  in  the  im- 
porting than  in  the  exporting  country;  and,   conversely, 
that  they  cannot  be  exported,  unless  their  value,  in  relation 
to  such  commodities,  should  be  less  in  the  exporting  than  in 
the  importing  country. 

But  although  the  correctness  of  this  principle  appears  to 
be  universally  admitted  when  applied  to  the  precious 
metals,   regarded  as  commodities,   yet  its  correctness  is  not 
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unfrequently  denied,  when  applied  to  the  precious  metals, 
regarded  as  money  or  currency.  It  is  occasionally  affirmed, 
even  by  persons  who  pretend  to  scientific  accuracy,  that 
the  precious  metals,  regarded  as  commodities,  may  so  vary 
in  relation  to  other  commodities,  as  to  cause  their  impor- 
tation or  exportation;  while  it  is  at  the  same  time  main- 
tained that  these  same  metals,  while  circulating  as  money 
or  currency,  retain  an  unaltered  value  in  relation  to 
commodities.  This  is  an  obvious  contradiction  of  terms, 
a  pure  absurdity.  If  an  ounce  of  gold  in  the  form  of 
bullion  cannot  be  exported,  unless  its  value  be  less  in  the 
exporting  than  in  the  importing  country,  an  ounce  of  gold, 
of  equal  fineness,  when  coined  into  3/.  17 s.  IOJg?.,  cannot 
be  exported,  unless  its  value  in  the  exporting  be  less  than 
in  the  importing  country. 

The  value  of  commodities,  in  relation  to  the  precious 
metals,  is  denominated  their  price.  The  price  of  an  article, 
equal  in  value  to  an  ounce  of  gold,  is  the  number  of  pieces 
into  which  an  ounce  of  gold  may  be  coined.  By  the  regu- 
lations of  the  Mint,  an  ounce  of  gold  is  coined  into 
3Z.  17 s.  10±d.  So  long  as  the  coin  is  of  standard  weight 
and  fineness,  is  charged  with  no  seignorage,  and  subjected 
to  no  restriction  on  exportation,  an  ounce  of  gold  and 
3/.  17s.  10Jc?.  must  be  identical  quantities  and  identical 
values ;  and  so  long  as  the  currency  shall  be  maintained  at 
its  bullion  value,  there  can  be  no  influx  or  efflux  of  money 
into,  or  out  of,  the  channels  of  circulation,  unless  there 
should  be  a  rise  or  a  fall  of  relative  prices,  above  or  below 
the  ordinary  level  at  which  the  international  exchange  of 
commodities  settles  to  a  trade  of  barter. 

The  foregoing  explanations  will  enable  us  to  trace  the 
exact  process  through  which  the  alterations  which  occur, 
from  time  to  time,  in  the  relative  wealth  of  the  different 
countries  of  the  world,  lead  to  corresponding  alterations  in 
the  distribution  of  the  precious  metals.     The  equilibrium 
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to  which  the  precious  metals  have  a  constant  tendency  to 
conform,  is  subject  to  temporary  disturbance  when  any  one 
nation  advances  more  rapidly  than  others  in  wealth  and 
industry.  An  increase  of  productive  power  in  England, 
unaccompanied  by  a  corresponding  improvement  in  other 
countries,  would  enable  her  to  command  a  greater  propor- 
tion than  before  of  the  money  of  the  world.  The  process 
would  be  as  follows.  The  diminution  in  the  cost,  and  the 
increase  in  the  quantity  of  her  peculiar  commodities,  would 
reduce  their  value  in  relation  to  gold,  or,  in  other  words, 
would  raise  the  value  of  the  currency,  in  relation  to  do- 
mestic commodities  ;  the  fall  in  the  price  of  her  produc- 
tions would  increase  the  demand  for  them  in  foreign  mar- 
kets ;  the  rise  in  the  value  of  her  currency  would  render 
gold  the  cheapest  medium  in  which  foreigners  would  pay 
for  their  increased  importations ;  and  the  metals  would  flow 
in,  until  England  had  acquired  that  additional  share  of  the 
money  of  the  world,  which  had  become  due  to  her  superi- 
ority in  industry  and  wealth. 

A  similar  alteration  in  the  previously  existing  distribu- 
tion of  the  precious  metals,  would  have  been  occasioned, 
had  the  industry  and  wealth  of  England  remained  sta- 
tionary, while  tho^e  of  other  countries  declined.  In  this 
case  the  diminution  in  the  efficacy  of  industry  in  foreign 
countries,  would  cause  the  supply  of  commodities  to 
bear  a  less  proportion  to  the  supply  of  money  in  such 
countries  than  in  England  ;  the  value  of  their  currency 
would  fall,  or  in  other  words,  their  prices  would  rise,  and 
the  precious  metals  would  be  rendered  the  cheapest  me- 
dium in  which  they  could  effect  their  payments,  until  their 
command  of  the  money  of  the  world  should  be  diminished 
in  proportion  to  the  diminution  in  their  comparative 
wealth. 

The  prices  of  commodities,  or  in  other  words,  the  value 
of  money,   in   relation   to   commodities  depends  upon  the 
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relation  between  the  quantity  of  the  circulating  medium 
i  and  the  quantity  of  commodities.     This  relation  is  liable 
(to  variation  from  two  several  causes,  namely,  1st,  by  an  in- 
crease or  a  diminution  in  the  quantity  of  money,  while  the 
quantity  of  commodities  remains  the   same  ;  and  2nd,  by 
an  increase  or  a  diminution  in  the  quantity  of  commodities, 
while  the  quantity  of  money  remains  the  same.     There  is 
a  difference,  however,  in  the   operation  of  these   causes, 
which  it  is  important  to  notice  and  to  bear  in  mind.     When 
the  quantity  of  money  is  increased  or  diminished,  the  alter- 
ation in  the  value  of  the  currency  affects  all  commodities 
equally,  and  raises  or  lowers  their  prices  universally.     But 
iwhen   the  quantity  of  commodities  is  increased  or  dimi- 
ished,  the  alteration  in  the  value  of  the  currency,  in  rela- 
tion to  commodities,  does  not  affect  all  commodities  alike, 
nd  raise  or  lower  their  prices  universally  and  equally ; 
because  an  increase  or  a  diminution  in  the  quantity  of  the 
aggregate  mass  of  commodities  does  not  affect  all  the  seve- 
ral articles  constituting  that  mass,  in  the  same  proportions. 
Vicissitudes  in  the  productiveness  of  the  seasons  are  the 
most  frequent  causes  of  those  sudden  and  temporary  alter- 
ations in  the  relative   abundance  of  commodities ;  and,  by 
a  necessary  consequence,  of  those  alterations  in  the  relative 
value   of  currencies,  through  the  operation   of  which  an 
altered    distribution  of  the   precious    metals    is    induced. 
When  the   harvest  is  above  the  average,  the   quantity  of 
commodities  bears  a  greater  proportion  than  ordinary,  to 
the  quantity  of  currency ;  and  when  the  harvest  is  below 
the  average,  the  supply  of  commodities  bears  a  less  pro- 
portion to  the  supply  of  money  than  before.     A  moment's 
consideration  will  convince  us;  that  the  value  of  the  cur- 
rency will  be  increased  in  the  former   case,  and  lowered  in 

the  latter. 

Let  us  assume,  for  the  sake  of  giving  precision  and  dis- 
tinctness to  our  perceptions,  that  one  half  of  the  money 
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incomes  of  the  community  is  expended  on  the  productions 
of  the  soil,  and  the  other  half  upon  manufactured  goods  ; 
and  that  an  unfavourable  season  has  reduced  the  quantity 
of  agricultural  produce  by  one-half.  It  is  self-evident 
that  in  this  case  the  value  of  the  money  incomes  of  the 
community,  in  relation  to  the  aggregate  quantity  of  com- 
modities, would  be  reduced.  If  half  of  the  incomes  of  the 
community  continued  to  be  expended  on  the  same  quantity 
of  manufactured  goods,  and  half  on  the  reduced  quantity  of 
agricultural  produce,  the  prices  of  manufactured  goods 
would  remain  unchanged,  while  the  price  of  any  given 
quantity  of  produce  would  be  doubled ;  and  consequently 
the  same  amount  of  currency  which  had  previously  pur- 
chased two  bales  of  cloth,  and  two  quarters  of  corn,  will 
now  purchase  only  two  bales  and  one  quarter.  Thus  al- 
though the  value  of  currency,  in  relation  to  one  portion  of 
commodities,  would  remain  unchanged,  yet  as  its  value  in 
relation  to  the  other  portion  would  be  diminished  one-half, 
its  value  in  relation  to  the  aggregate  mass  of  commodities 
must  also  be  diminished. 

When  a  diminution  occurs  in  the  supply  of  articles  of 
first   necessity,  their  prices  are  raised  in  a  greater  propor- 
tion than  that  in  which   their  quantities  are   reduced.     If 
the  supply  of  corn  were  diminished  one-half,  the  commu- 
nity would  be  compelled   to  expend  a  greater  portion  of 
their  incomes  upon  the  half  than  they  had  previously  ex- 
pended on  the  whole ;  and  if  they  expended  more   upon 
food  they  would  have  less  to  expend  upon  the  commodities, 
the  quantities  of  which  had  not  been  diminished  by  the 
deficiency  in  the  crops,  and  consequently  the  prices  of  such 
commodities  would  fall.     But  the  proportion  in  which  the 
value  of  the  currencv  would  be   raised,  in  relation  to  tl 
commodities  which  had  not  been   diminished  in  quantity, 
would  be  less   than   the  proportion  in  which  the  value  of 
the  currency  would  be  reduced,  in   relation  to  the  commo- 
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dity  which  had  been  diminished  in  quantity ;  and  as  the 
necessary  consequence,  the  value  of  the  currency  would 
be  reduced  in  relation  to  the  aggregate  mass  of  commo- 
dities. For  example  : — If,  before  the  quantity  of  corn  had 
been  diminished  one-half,  the  price  of  corn  had  been  21. 
per  quarter,  and  that  of  cloth  21.  per  bale ;  and  if,  on  the 
diminution  of  the  supply,  the  price  of  corn  should  rise  to 
41.  10s.,  while  from  a  diminution  in  the  demand  for  cloth, 
consequent  upon  the  increased  price  of  corn,  the  price  of 
cloth  should  fall  to  11.  1 5s.  per  bale,  then  the  merchant 
who  had  before  obtained  100  quarters  and  100  bales  for 
400/.,  could  now  obtain  only  50  quarters  and  100  bales 
for  that  sum,  giving  225/.  for  his  50  quarters,  and  175/.  for 
his  100  bales. 

When  a  given  sum  in  the  currency  will  produce  a  less 
quantity  of  the  aggregate  mass  of  commodities  circulating 
in  the  country,  it  amounts  to  a  contradiction  of  terms  to  say 
that  the  value  of  the  currency  has  not  fallen,  because,  as 
regards  some  of  the  articles  constituting  that  mass,  there 
may  have  been  not  a  rise,  but  even  a  fall  of  prices.  Were 
the  quantities  of  all  commodities  to  be  increased  or  dimi- 
nished in  the  same  proportion,  while  the  quantity  of 
money  remained  the  same,  prices  would  fall  or  rise  univer- 
sally and  equally,  on  the  same  principle  upon  which  prices 
fall  or  rise  universally  and  equally  when  the  quantity  of 
money  is  diminished  or  increased,  while  the  quantities  of 
all  commodities  remain  the  same.  But  when,  the  quantity 
of  money  remaining  the  same,  the  quantities  of  commodities 
are  increased  or  diminished  in  unequal  proportions,  the 
fall  or  rise  of  prices,  although  still  universal,  will  be  un- 
equal. And  when,  the  quantities  of  other  commodities 
remaining  the  same,  a  diminution  in  the  quantities  of  com- 
modities of  first  necessity  causes  their  prices  to  rise  in  a 
greater  proportion  than  that  in  which  their  quantities  are 
diminished,  the  price  of  the  aggregate  mass  will  rise,  while 
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the  price  of  portions  of  that  mass  declines.  But  these  ine- 
qualities form  no  exception  to  the  principle,  that  variations 
in  the  quantity  of  commodities,  while  the  quantity  of  money 
remains  the  same,  cause  alterations  in  the  value  of  the  cur- 
rency, analogous  to,  although  not  identical  with,  those 
which  result  from  variations  in  the  quantity  of  money, 
while  the  quantity  of  commodities  remain  the  same. 

Having  thus  considered  the  variations  in  the  exchange- 
able value  of  money  which  originated  in  an  increased  or  a 
diminished  supply  of  the  commodities  for  which  money  is 
exchanged,  I  proceed  to  examine  those  variations  of  value 
which  originate  in  an  increased  or  a  diminished  supply  of 
the  material  of  which  money  is  composed. 

Countries  possessing  fertile  mines  of  the  precious  metals 
will  export  the  metals  in  exchange  for  commodities  ;  and  in 
those  countries  the  value  of  gold  and  silver  must  always 
be  less  than  in  the  countries  into  which  they  are  exported. 
This  difference  of  value  cannot  permanently  exceed  or  fall 
short  of  the  cost  of  transit,  including  the  profit  of  the 
bullion  merchant.  If  the  cost  of  transmitting  gold  from 
Brazil  to  England  should  be  5  per  cent.,  105  ounces  in 
Brazil  will  be  worth  only  100  ounces  in  England  ;  while 
100  ounces  in  England  will  be  worth  105  ounces  in  Brazil. 
This  would  be  the  limit  of  the  difference  of  value.  For 
if  100  ounces  of  gold  in  Brazil  should  at  any  time  become 
worth  either  more  or  less  than  105  ounces  in  England,  its 
importation  into  England  would  be  increased  in  the  one 
case,  and  diminished  in  the  other,  until  the  profits  of  the 
bullion  merchant  should  be  brought  to  the  ordinary  level. 

So  long  as  the  ordinary  rate  of  commercial  profit  is 
attainable  by  the  transmission  of  the  precious  metals,  their 
value,  in  relation  to  commodities,  must  be  less  in  the  ex- 
porting than  in  the  importing  country.  When  a  merchant 
imports  1000  ounces  of  gold  from  Brazil,  the  article  which 
he  exports  in  return  must  be  worth  1000  ounces  in  Brazil  \ 
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otherwise  it  would  not  discharge  his  debt  to  his  corre- 
spondent there  ;  and  it  must  have  been  worth  less  in  Eng- 
land than  1000  ounces,  otherwise  it  would  not  have  been 
selected  for  exportation.  If  the  cost  of  transmitting  the 
quantity  of  British  goods  which  will  sell  in  Brazil  for 
1000  ounces,  should  be  10  ounces,  and  if  the  value  of  this 
quantity  of  goods  in  the  English  market  should  also  be 
1000  ounces,  it  is  obvious  that  British  goods  could  not  be 
sent  to  Brazil  in  exchange  for  gold.  In  this  case  it  would 
be  more  advantageous  to  a  merchant  who  might  have  im- 
ported 1000  ounces  from  Brazil,  to  re-export  the  gold  than 
to  export  commodities.  It  may  be  regarded  as  a  principle 
universally  true,  that  in  countries  possessing  superior  ad- 
vantages for  obtaining  the  precious  metals,  commodities 
which  might  otherwise  be  produced  at  home,  will  be  im- 
ported in  exchange  for  gold  and  silver.  This  principle  is 
so  obvious,  that  any  formal  illustration  of  it  would  have 
been  superfluous,  were  it  not  that  it  has  practical  bearings 
on  the  direction  of  industry  and  on  the  distribution  of  the 
precious  metals,  the  importance  of  which  is  too  frequently 
overlooked. 

The  effects  of  the  increasing  supplies  of  gold  obtained 
from  the  Ural  mountains  will  not  be  confined  to  the 
Russian  empire.  While  these""  extraordinary  supplies 
render  gold  less  valuable  by  the  cost  of  transport  in  Russia 
than  in  other  countries,  they  will  give  to  other  countries 
some  advantages  in  their  export  trade  with  Russia,  which 
they  could  not  otherwise  obtain.  Should  the  extraordinary 
fertility  of  the  Ural  mines  continue,  England  may  receive 
a  twofold  benefit.  As  the  value  of  gold  must  be  lower  in 
Russia  than  in  England,  by  the  expense  of  transmission, 
the  general  cost  of  production,  as  estimated  in  money,  will 
be  increased  in  Russia  in  a  greater  proportion  than  in 
England;  and  consequently  the  manufacturers  of  Russia 
will  be   less    able   to    compete   with   those   of    England. 
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While,  should  the  value  of  gold  throughout  the  commercial 
world  be  sensibly  diminished,  the  Birmingham  philo- 
sophers will  have  the  consolation  of  obtaining  a  depre- 
ciation of  the  standard  of  value  without  a  violation  of  the 
law,  or  repudiation  of  existing  contracts. 

It  may  materially  contribute  to  a  clear  understand  ins?  of 
some  of  the  controverted  points  regarding  the   regulation 
of  the  currency,  if  we  will  trace  the  effects  which  would 
be  produced  by  the  discovery  of  an   English  mine  from 
which  we   could  obtain  gold  at  a  less  cost  of  labour  than 
that  which  is   required  for  the  production  of  the  commo- 
dities with  which  we  purchase  the  gold  of  other  countries. 
On  the  discovery  of  such  a  mine,  the  currency  of  England 
would  be  lowered  in  value,  in  consequence  of  the  increased 
quantity  of  gold  brought  into  circulation,  and  would  there- 
fore be  no  longer  of  the  same  value  as  the  currencies  of 
other  countries.      Gold,  whether  in    coin  or    in    bullion, 
obeying  the  law  which   regulates    all  other  commodities, 
would  immediately  become  an  article  of  exportation;  it 
would  leave  the   country  where  it  was  cheap,  for  those 
countries  where  it  was  dear ;  and  it  would  continue  to  do 
so  until  its  value  in  other  countries  should  be  reduced  to 
an  equality  with  its  value  in  England,  plus   the  cost  of 
transit.     But  the  effect  could  not  end  here.     The  fall  in 
the  value  of  English  currency,  in  relation   to  foreign  cur- 
rencies, would  check  the  exportation  of  commodities.     In 
England  the  cost  of  production,   as   estimated  in  money, 
would  be   increased  in  a  greater  proportion  than  in  other 
countries.    Fabrics,  in  the  preparation  of  which  the  foreign 
producer  had  been  nearly,  or  quite  on  an  equality  with  the 
British,  would  become  as  cheap,  or  cheaper,  in  the  foreign 
than  in  the  British  market.     A  portion  of  the   labour  and 
capital   of  the    country    would   receive    a   new   direction; 
and  although  there  might  be  no  diminution  in  the  aggre- 
gate wealth  of  the  nation,  yet  the  increased  prosperity  of 
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the  mining  districts  would  be  accompanied  by  some  de- 
cline in  the  prosperity  of  the  manufacturing  districts. 

It  will  be  apparent,  that  the  temporary  effects  produced 
by  the  first  introduction  of  arrangements  for  economising 
the  use  of  money  are  strictly  analogous  to  the  permanent 
effects  which  would  result  from  the  discovery  of  mines,  from 
which  gold  could  be  produced  by  a  less  quantity  of  labour 
/   than  that  which  produces  the  commodities  with  which  gold 

/    is  at  present  purchased. 

L^.  Banks  of  deposit,  like  the  former  banks  of  Amsterdam 
and  the  present  banks  of  Hamburgh,  exercise  no  influence 
on  the  distribution  of  the  precious  metals.  The  utility  of 
such  establishments  consists  in  the  convenience  of  employ- 
ing bullion  certificates,  or  notes,  instead  of  metal,  and  in 
the  avoidance  of  the  expense  attendant  on  the  manufacture, 
the  transmission,  and  the  abrasion  of  coined  money.  But 
banks  of  deposit  and  discount,  like  the  banks  of  England, 
while  securing  these  advantages,  have  the  further  effect  of 
disengaging  a  large  portion  of  the  bullion  which  would  be 
retained  as  dead  stocks  in  the  coffers  of  banks  of  mere 
deposit.  Now  the  bullion  which  may  from  time  to  time  be 
disengaged  through  the  operation  of  these  banking  arrange- 
ments, by  which  money  is  economised,  has  a  temporary 
effect  upon  the  circulation  and  the  export  trade  of  a 
country,  strictly  analogous  to  the  permanent  effects  which 
would  result  from  an  equal  supply  of  gold  obtained  from  a 
domestic  mine  of  superior  fertility. 

Before  the  establishment  of  banks,  each  individual  was 
compelled  to  keep  in  his  own  drawers  a  reserve  of  cash  suf- 
ficient to  meet  the  pecuniary  demands  upon  him.  After 
the  establishment  of  banks,  the  greater  part  of  these 
reserves  were  deposited  in  their  coffers,  and  payments  were 
made  by  cheques  drawn  against  deposits.  An  important 
saving  was  thus  effected.  When  two  or  more  persons  keep 
their  cash  with  the  same  banker,  their  dealings  with  each 
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other,  however  extensive,  are  conducted  not  by  transfers 
of  money  from  hand  to  hand,  but  by  transfers  of  credits  in 
the  books  of  the  bank.  An  analogous  saving,  though  to  a 
less  extent,  is  secured  when  persons  having  dealings  with 
each  other  keep  their  deposits  of  cash  with  different  bankers. 
In  this  case,  each  separate  banker,  while  he  pays  to  the 
others  the  amount  of  the  drafts  drawn  by  his  customers  in 
favour  of  theirs,  receives  from  them  the  amounts  drawn  by 
their  customers  in  favour  of  his.  By  this  interchange,  trans- 
actions of  great  magnitude  may  be  finally  adjusted  by  the 
payment  of  inconsiderable  balances  in  cash. 

Under  these  arrangements  a  part,  generally  estimated  at 
about  one-third  of  the  cash  deposited  with  banks,  becomes 
sufficient  to  effect  the  same  amount  of  payments  previously 
effected  by  the  whole.     The  other  two-thirds  are  not  per- 
mitted to  lie  unemployed  and  unproductive  in  the  coffers, 
of  the  banks.     They  are  advanced  upon  securities  bearing 
interest,  or  are  lent  out  as  capital,  and  thus  returned  into  the 
channels  of  circulation.    But  in  these  channels  they  cannot 
remain.     AYhen  the  whole  of  the  cash  deposited  with  the 
banks  was  retained  in  their  coffers,  the  currency  would 
have  been  at  the  level  determined  by  the  law  of  metallic 
equilibrium.     The  reserve  of  one-third  now  performs  all 
the   functions  which  were    previously  performed   by   the 
whole;  and   the   disengagement   of  the    other  two-thirds 
causes  an  exportation  of  treasure  as  certainly  as  if  an  equal 
amount  of  gold  had  been  supplied  from  a  domestic  mine^ 

The  process  may  be  thus  explained.  Let  us  assume  that 
in  any  particular  district  the  cash  deposited  with  the  banks 
is  6,000,000/.,  and  that  the  bankers  discount  bills  to  the 
amount  of  4,000,000/.  for  a  new  set  of  customers,  who,  like 
the  first,  keep  their  cash  with  the  banks.  The  deposits 
against  which  cheques  payable  upon  demand  may  be  drawn, 
and  which  had  been  originally  represented  by  6,000,000/. 
of  coin,  will  now  be  represented  by  6,000,000/.  of  coin,  and 
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4,000,000/.  of  book-credits.  The  6,000,000/.  of  coin  in 
the  coffers  of  the  banks  now  perform  the  functions  which 
it  would  have  previously  required  a  circulation  of 
10,000,000/.  to  perform.  But  before  the  creation  of  this 
increased  efficacy,  the  currency  of  the  district  was  at  its 
natural  level.  Above  that  level  it  cannot  be  maintained. 
This  economy,  in  the  use  of  money,  causes  the  currency 
to  bear  a  higher  proportion  to  commodities  than  in  the 
neighbouring  districts,  and  as  a  necessary  consequence,  the 
prices  of  commodities  will  be  higher  than  in  other  dis- 
tricts. Imports  will  exceed  exports,  until  the  withdrawal 
of  4,000,000/.  of  specie  from  the  banks,  to  pay  for  the 
excess,  reduces  the  reserve  to  2,000,000/.,  and  thus  restores 
the  equilibrium.  The  deposits  which  had  been  originally 
represented  by  6,000,000/.  in  coin,  will  now  be  represented 
by  2,000,000/.  in  coin,  and  4,000,000/.  in  book-credits. 
The  district  will  obtain  the  important  advantage  of  having 
4,000,000/.  of  capital,  which  had  been  reserved  as  currency 
in  the  coffers  of  the  banks,  exchanged  for  commodities 
capable  of  being  reproductively  employed. 

The  marked  increase  which  takes  place  in  the  active 
capital  and  wealth  of  the  districts  in  which  banks  of  deposit 
and  discount  are  for  the  first  time  established,  has  led  to 
very  exaggerated  opinions  regarding  the  nature  and  extent 
of  the  advantage  which  such  establishments  have  power  to 
confer.  The  advantage  consists  in  nothing  more  than  the 
liberation  for  reproductive  employment  of  that  portion  of 
capital  which  would  otherwise  be  locked  up  in  private 
drawers,  for  the  purpose  of  providing  for  occasional  pay- 
ments ;  and  the  extent  of  the  aid  which  can  be  thus 
afforded  to  active  industry  is  strictly  limited  to  the  advance  of 
that  portion  of  the  circulating  capital  deposited  with  bankers, 
which  may  exceed  the  amount  of  the  reserves  required  for 
meeting  their  occasional  payments.  Any  advances  beyond 
this  proportion  of  the  circulating  capital  at  their  disposal 
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would  endanger  the  safety  of  their  establishments.  To 
recur  to  our  former  example.  If  the  bankers  of  a  district, 
after  receiving  deposits  of  specie  to  the  amount  of  6,000,000/., 
were  to  grant  book-credits  to  other  parties  to  the  whole  of 
that  amount,  these  other  parties  would  become  equally 
entitled  with  the  depositors  to  drayTjjFecks  payable  on 
demand  against  the  credits  standing  in  their  names.  The 
book-credits  at  the  disposal  of  the  customers  of  the  banks 
would  thus  be  increased  from  6,000,000/.  to  12,000,000/. 
But  as  the  proportion  between  the  medium  of  exchange  and 
commodities  previous  to  this  enlargement  of  credit  was 
the  same  in  this  as  in  the  surrounding  districts,  the  whole 
6,000,000/.  of  specie  in  the  coffers  of  the  banks  would  be 
withdrawn  and  sent  out  of  the  district  before  the  monetary 
equilibrium  could  be  restored.  No  reserves  for  immediate 
payment  would  remain.  Transactions  between  the  cus- 
tomers of  particular  banks  might  be  adjusted  by  transfers 
of  book-credits,  but  the  first  drafts  presented  for  payment 
by  parties  not  keeping  their  cash  with  the  banks  would 
reduce  these  establishments  to  insolvency.  While  the  banks 
were  reducing  their  reserves  of  treasure,  the  conversion  of 
these  reserves  into  active  capital  would  have  presented  a 
deceptive  appearance  of  increased  prosperity,  to  be  inevit- 
ably succeeded  by  a  calamitous  revulsion. 

It  will  be  apparent  from  the  preceding  illustrations,  that 
the  maintenance  of  a  purely  metallic  currency  can  afford  no 
security  against  the  evils  incident  upon  the  over  trading  of 
banks  of  deposit  and  discount.    As  often  as  these  establish- 
ments make  advances  and  open  book-credits  to  an  amount 
exceeding  that  which  their  customers  would  keep  in  their 
private  drawers  if  there  were  no  banks  in  existence,  theyi 
cause  the  circulation  to  bear  a  greater  proportion  to  com-/ 
modities  than  in  other  countries,  and  induce  an  exportation 
of  the  precious  metals  until  that  proportion  is  equalized. 
And  as  often  as  such  over-trading  on  the  part  of  banks  of 
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deposit  and  discount  gives  an  increased  activity  to  industry, 
the  fictitious  prosperity  is  succeeded  by  a  period  of  reaction 
and  decline. 

Banks  of  issue  produce  effects  analogous  in  kind,  but 
greater  in  degree,  than  those  resulting  from  banks  of 
deposit  and  discount.  The  benefit  they  confer  consists  in 
the  liberation,  for  the  purposes  of  direct  reproduction,  of  a 
portion  of  capital  which,  without  their  intervention,  would 
be  required  for  effecting  exchanges.  The  extent  of  the 
benefit  is  limited  to  the  amount  of  the  saving  which  can  be 
safely  effected  by  the  substitution  of  bank-notes  for  coin  ; 
and  the  drawback  which  accompanies  the  advantage  con- 
sists in  the  occasional  revulsions  and  panics  which  occur  as 
often  as  the  issuing  banks  fall  into  the  error  of  increasing 
the  mixed  currency  of  coin  and  notes  beyond  the  amount 
to  which,  under  the  law  of  equilibrium,  a  purely  metallic 
currency  would  conform.  Let  us  again  recur  to  our  former 
example,  in  order  to  trace,  with  distinctness  and  precision, 
the  modus  operandi  by  which  these  results  are  produced. 

It  is  premised  that,  previous  to  the  substitution  of  bank- 
notes for  coin,  the  currency  of  a  particular  district  was  in 
equilibrium  with  external  currencies  when  it  consisted  of 
6,000,000/.  of  coin  in  the  hands  of  the  public,  and  of 
2,000,000/.  held  as  a  banking  reserve  against  6,000,000/. 
of  deposits.  This  being  the  previous  state  of  things,  we 
will  assume  that  the  banks  become  banks  of  issue,  and  that 
the  bankers  commence  their  new  operation  by  issuing 
2,000,000/.  of  notes.  A  part  of  these  notes,  say  one-half, 
or  1,000,000/.,  would  pass  into  the  hands  of  persons  not 
keeping  cash  with  bankers ;  while  the  other  half  would  be 
returned  as  deposits  by  the  customers  of  the  banks.  The 
circulation  of  the  district  will  now  consist  of  7,000,000/.  of 
coin  and  notes  in  the  hands  of  the  public,  and  3,000,000/. 
of  coin  and  notes  held  as  banking  reserves  against 
6,000,000/.  of  deposits. 
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This    increase   in  the   amount    of  the    circulation  from 
8,000,000/.  to   10,000,000/.   will  be    strictly  analogous  to 
that   which  would    have   been  effected   had    the   bankers 
discovered  in  their  vaults  mines  from  which  2,000,000/.  of 
gold  could  be  extracted,  with  as  little  cost  as  that  of  manu- 
facturing the  same   amount  of  notes.     In  either  case  the 
monetary  equilibrium  would  be   equally  disturbed.     Had 
2,000,000/.  of  gold  been  discovered,  the  excess  would  have 
flowed  off  into  external  markets,  as  certainly  as  water  finds 
its  level ;  and  just  as  certainly  would  2,000,000/.  of  gold 
flow  out  of  the  channels  of  circulation  as  2,000,000/.  of 
notes  flowed  in.     After  a  brief  interval  of  redundancy,  the 
circulation  would  subside  to  its  original  level  of  8,000,000/. 
It  would  now  consist  of  5,000,000/.  of  coin,  and  1,000,000/. 
of  notes  in  the  hands  of  the  public,  and  of  2,000,000/.  of 
coin  and  notes  held  as  banking  reserve  for  paying  the  drafts 
drawn  against  6,000,000/.  of  deposits.     A  second  and  a  third 
emission  of  notes,  to  the  amount  of  2,000,000/.  each,  would 
expel  the  remaining  4,000,000/.  of  gold.    The  whole  of  the 
currency  in  the  hands   of  the  public,   and  amounting,  as 
before,  to  6,000,000/.,  would  now   consist  of  paper.     But 
beyond  this  amount,  the  note  circulation  of  the  district  could 
not,  by  possibility,  be  forced.     The  banks  would  have  the 
same  power  as  before   of  issuing  an  additional  2,000,000/. 
in  discount,  or  in  the  purchase  of  securities ;  but  the  addi- 
tional issue  would  be  speedily  returned   upon    them   in 
exchange  for  gold,  to  meet  the  adverse  balance  of  external 
payments  which  a  currency  redundant  in  relation  to  ex- 
ternal currency  is  certain  to  induce.     Their  reserves  of 
gold  would  now  be  wholly  exhausted.     Nevertheless,  if 
the  concealment  of  their  position  prevented  their  credit 
from  being  shaken,  and  if  the  external  exchanges  ceased 
to  be  adverse,  they  might  continue  for  some  time  upon  the 
verge  of  insolvency  without  an  actual  suspension  of  pay- 
ments.    For  no  increase   of  internal  transactions  amongst 
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their  customers  could  bring  their  solvency  to  the  test,  so 
long  as  such  transactions  should  be  adjusted  by  transfers 
of  credits  in  their  books.  Neither  could  any  increase  of 
external  trade  test  the  solvency  of  the  banks,  so  long  as 
the  external  drafts  which  they  had  to  pay  should  continue 
to  be  balanced  by  those  they  had  to  receive.  But  upon 
the  first  occasion  upon  which  an  increase  of  imports,  or  a 
decrease  of  exports,  or  a  suspicion  of  the  hazardous  reality, 
should  create  a  demand  for  gold,  the  whole  banking  system 
of  the  district  would  at  once  break  down. 

So  long  as  the  precious  metals  continue  to  gravitate  to  a 
common  level  throughout  the   commercial  world,  so  long 
will  it  continue  to  be  impossible  to  retain  in  circulation  an 
amount    of   convertible    paper    greater  than  that  of  the 
coin  which  it  displaces ;  and  so  long  will  it  be  equally  im- 
I  possible  that  a  mixed  currency  of  coin  and  convertible 
1  paper  should  exceed,  except  during  brief  periods  of  tran- 
sition, the  amount   to  which  a  purely  metallic  currency 
would  conform.     And  it  is  only  to  re-affirm  these  prin- 
ciples, in  another  form  of  words,  to  say,  that  all  the  several 
causes  which  would  lead  to  an  expansion  or  a  contraction 
of  the  currency,  were  it  purely  metallic,  must  lead  to  an 
exactly  similar  expansion  and  contraction,  when  it  consists 
of  coin  and  convertible  notes. 
rP  If,  then,  these  principles  be  trne-and  the  evidence  of 
I  their  truth  would  appear  to  be  involved  in  their  bare  enun- 
/   ciation — we  shall  at  once  see  that  writers  on  the  theory  of 
I    money  fall  into  a  complete  misconception  of  the  facts  when 
they  contend  that  a  convertible  bank-note  circulation  cannot 
be  issued  in  excess,  and  reduced  in  value,  so  long  as  its 
immediate  convertibility  is  maintained.      It  is  no  doubt 
true  that  the  value  of  immediately  convertible  notes  cannot 
be  reduced  below  that  of  the  coin  which  they  represent. 
But,  then,  an  excessive  issue,  by  rendering  the  whole  cur- 
rency redundant,  reduces  the  value  both  of  the  coin  and  of 
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the  notes.  When  a  purely  metallic  currency  has  been 
previously  at  par  with  foreign  currencies,  the  discovery  of 
more  fertile  domestic  mines  would  render  it  relatively  re- 
dundant, until  reduced  to  the  common  level  by  an  exporta- 
tion of  treasure.  On  the  self-same  principle,  an  issue  of 
an  additional  amount  of  convertible  notes,  at  a  time  when 
the  currency  is  at  par  with  foreign  currencies,  renders  it 
relatively  redundant,  and  lowers  the  value  of  its  component 
parts— of  coin,  no  less  than  of  notes — until  a  drain  upon 
the  coffers  of  the  issuing  banks  compels  them  to  withdraw 
the  comparative  excess. 

A  similar  misconception   of  the  real  facts    at   issue  is 
involved  in  the  proposition  so  frequently  advanced,  that 
convertible  paper  cannot  become  redundant,  so  long  as  it  / 
is  issued  in  amounts  not  more  than  sufficient  to  meet  the 
demand.     The  demand  for  currency  is  insatiable  ;  it  grows 
on  what  it  feeds.     There  is  no  conceivable  amount  of  cir- 
culation that  it  may  not  readily  absorb.     Were  the  gold 
mines  of  the  world  to  become  so  prolific  as  to  reduce  the 
value  of  gold  to  that  of  silver,  the  amount  of  the  currency 
would  be  increased  fifteen-fold  ;  but  as  it  would  require 
about  fifteen  sovereigns  to  purchase  the  same  quantity  of 
any  article  which  is  now  purchased  by  one,  the  commercia 
demand  for  the  greater   amount  would  be  as  effectual  an 
complete  as  it  now  is  for  the  less.     If  a  country  could  b 
excluded  from  all  external  intercourse,  in  conformity  with 
the  policy  adopted  by  Dr.  Francia  in  Paraguay,  its  currency, 
however  increased  in  volume,  could  never  overflow  the 
ever- enlarging  channels   of  circulation.      Redundancy  of 
currency  is  a  relative  term.     It  has  no  reference  to — it 
cannot  be  predicated  of — the  universal  money  of  the  world. 
Its  real,  its   only  import  is,  that  the  circulating  medium 
bears  a  greater  proportion  to  commodities  and  transactions 
in  the  particular  country  referred  to  than  in  other  coun- 
tries.    In  any  particular  country  a  currency  purely  metallic 
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may  become  redundant,  although  its  amount  should  be 
decreasing,  and  its  value  in  relation  to  commodities  in- 
creasing,  provided  the  value  of  foreign  currencies  in  rela- 
tion to  the  same  commodities  should  be  increasing  in  a 
greater  proportion.  And,  conversely,  a  local  currency 
may  become  deficient  even  while  increasing  in  amount 
and  decreasing  in  value,  provided  the  amount  of  the  general 
currency  of  the  world  should  be  increasing  in  a  higher 
ratio. 

In  this  relative  sense — the  only  sense  in  which  the  term 
redundancy  of  currency  can  be  accurately  applied — a  con- 
vertible paper  currency  may  become  redundant  from 
various  causes,  although  issued  upon  the  most  approved 
commercial  securities  to  meet  a  commercial  demand.  Al- 
though the  circumstances  which  give  occasion  to  redun- 
dancy of  the  currency  have  been  already  indicated,  it  may 
be  expedient  to  enumerate  them  more  specifically. 

1st.  When,  from  a  deficient  harvest,  the  proportion 
between  the  quantity  of  commodities  and  the  amount;  of 
the  circulating  medium  becomes  less  in  any  particular 
country  than  in  other  countries,  the  currency  of  that 
country,  although  not  increased  in  actual  amount,  is  ren- 
dered relatively  redundant.  And  should  the  currency 
consist  of  convertible  paper,  the  issue  of  such  paper,  upon 
whatever  securities,  or  however  urgently  demanded,  would 
be  an  excessive  issue,  leading,  sooner  or  later,  to  inevitable 
contraction,  more  abrupt  and  calamitous  the  longer  it  should 
be  delayed. 

2nd.  When,  from  a  decrease  in  the  efficacy  of  domestic 
industry,  or  from  an  increase  in  the  efficacy  of  foreign 
industry,  a  country  is  unable  to  command  so  large  a  share 
of  the  precious  metals  as  before,  her  local  currency  becomes 
redundant,  until  the  efnux  of  treasure  diminishes  her  share 
of  the  universal  currency  of  the  world  in  proportion  to  the 
diminution  of  her  comparative  wealth.     In  this,  as  in  the 
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former  case,  the  contraction  of  a  convertible  note  circula- 
tion would  be  inevitable,  and  the  longer  the  contraction 
should  be  delayed  the  more  aggravated  the  monetary  pres- 
sure would  become. 

3rd.  As  more  effectual  arrangements  for  economising 
money  arc  introduced — as  the  number  of  banks  of  deposit 
and  discount  is  increased — as  a  greater  proportion  of  the 
population  adopts  the  practice  of  employing  bankers — and 
as  increasing  population  and  improved  means  of  communi- 
cation give  occasion  to  a  more  frequent  adjustment  of  inter- 
banking  balances,  a  less  amount  of  currency  is  required  for 
the  completion  of  the  same  amount  of  transactions  as  before. 
The  occurrence  of  any  one  of  these  several  causes,  it 
operating  to  a  greater  extent  than  in  other  countries,  ren- 
ders a  portion  of  the  currency  redundant,  and  leads  to  an 
efflux  of  gold,  and  a  contraction  of  the  bank-note  circu- 
lation. 

4th.  Under  a  high  state  of  commercial  confidence, 
manufacturers,  merchants,  and  dealers  deem  it  safe  to  keep 
a  less  amount  of  cash  with  their  bankers  ;  while  bankers  are 
disposed  to  discount  more  freely,  and  to  increase  the  book- 
credits  against  which  their  customers  may  draw.  Now  this 
increased  economy  in  the  use  of  money  renders  the  pro- 
portion which  the  medium  of  exchange  bears  to  commo- 
dities greater  in  the  home  than  in  foreign  markets  ;  or,  in 
other  words,  renders  the  currency  redundant.  Under 
these  circumstances,  a  portion  of  the  bank-note  circulation 
would  be  returned  on  the  issuers  in  exchange  for  bullion 
for  exportation.  There  would  be  a  high  speculative  range 
of  prices,  and  an  adverse  exchange,  while  the  currency 
was  in  a  course  of  contraction. 

5th.  A  diminution  of  commercial  confidence  would  be 
followed  by  opposite  results.  Bills  of  exchange  would 
enter  less  largely  into  mercantile  transactions  ;  merchants 
and  dealers  would  deem  it  prudent  to  increase  their  ba- 
lances with   their  bankers  ;  and  bankers  to  increase  their 
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resources  and  diminish  their  advances.  This  contraction  of 
the  banking  arrangements,  by  which  the  efficacy  of  money 
is  increased,  would  cause  the  medium  of  exchange  to  bear 
a  less  proportion  to  commodities  than  in  other  countries. 
Commodities  would  be  exported  in  exchange  for  gold. 
There  would  be  a  favourable  exchange,  and  a  low  scale  of 
general  prices,  with  an  expansion  of  the  currency. 

To_conclude  :  the  amount  of  a  convertible  paper  cur- 
rency, which  it  is  practicable  to  retain  in  the  channels  of 
circulation,  cannot  exceed  the  amount  of  the  coin  which 
wouioTremain  in  these  channels  wer^jhe_currencyjw holly 
metallic.  The  bank-note  circulation  becomes  redundant, 
when  its  amount  exceeds  the  amount  of  the  coin  which 
would  remain  in  circulation  were  there  no  bank-notes  in 
existence.  Contractions  and  expansions  of  the  bank-note 
circulation  supply  no  test  of  deficiency  or  of  excess  ;  inas- 
much as  the  same  amount  of  notes  which  would  be  deficient 
under  one  set  of  circumstances  may,  upon  an  alteration  of 
these  circumstances,  become  redundant.  ^The  withdrawal 
of  bullion  from  the  banks  of  issue^  far  the^urpose  of  efiect- 
ingioreign:p^ue;nts^  of  a  redundant 

circulation. 

In  this  brief  exposition  of  the  leading  principles  of 
currency  and  banking,  I  have  not  deemed  it  necessary  to 
refer  specifically  to  the  several  authorities  from  which  they 
are  derived.  Those  who  are  desirous  of  a  fuller  and  more 
scientific  elucidation  of  these  important  principles,  I  must 
refer  to  the  works  of  Adam  Smith  and  of  Ricardo  ;  to 
Mr.  M'Culloch's  note  upon  money  appended  to  his  most 
valuable  edition  of  the  Wealth  of  Nations  ;  to  the  lucid 
and  original  publications  of  Mr.  Jones  Loyd;  to  a  pamphlet 
enunciating  the  soundest  principles,  published  by  Mr. 
Norman  in  1837  ;  to  a  pamphlet  embodying  and  advocating 
all  the  principles  upon  which  the  Act  of  1844  is  founded, 
published  by  Mr.  Tooke  in  1826. 
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CHAPTER  IV. 


CRITICAL  EXAMINATION  OF  THE  NEW  PRINCIPLES  OF  CUR- 
RENCY AND  BANKING,  AS  PROPOUNDED  BY  MR.  TOOKE, 
MR.  FULLARTON,  AND  MR.  WILSON. 


Section  I. — Nomenclature. 

As  the  Act  of  1844  was  framed  in  accordance  with  the 
principles  established  by  Dr.  Adam  Smith,  Mr.  Ricardo, 
Mr.  Loycl,  and  Mr.  Norman,  the  opponents  of  that  mea- 
sure could  not  consistently  object  to  its  provisions  without 
controverting  doctrines  which  had  been  previously  re- 
ceived as  the  demonstrated  truths  of  monetary  science. 
To  refute  the  advocates  of  the  Act,  it  was  necessary  to 
construct  a  new  theory  of  currency  and  banking  ;  and 
Mr.  Tooke  volunteered  the  execution  of  the  task.  The 
new  theory  required  a  new  nomenclature.  A  preliminary 
notice  of  the  innovations  introduced  into  the  language  of 
the  science  may  serve  to  clear  away  ambiguities. 

The  terms,  money,  and  currency,  have  hitherto  been 
employed  to  denote  those  instruments  of  exchange  which 
possess  intrinsic  or  derivative  value,  and  by  which,  from 
law  or  custom,  debts  are  discharged  and  transactions 
finally  closed.  Bank-notes  payable  in  specie  on  demand 
have  been  included  under  these  terms  as  well  as  coin, 
because  by  law  and  custom  the  acceptance  of  the  notes  of 
a  solvent  bank,  no  less  than  the  acceptance  of  coin,  liqui- 
dates  debts  and  closes  transactions ;  while  bills  of  ex- 
change,  bank  credits,  cheques,  and  other  instruments,  by 
which  the  use    of  money  is  economised,   have    not  been 
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included  under  the  terms  money  and  currency,  because 
the    acceptance    of   such   instruments    does  not   liquidate 
debts   and   finally   close    transactions.     This   classification, 
however,  did  not  accord  with  the  conclusions  at  which  the 
propounders  of  the  new  theory  had  arrived.    According  to 
their    views,    inconvertible    notes    are    properly   included 
under  the  term  money  ;  but  notes   convertible    into  coin 
upon  demand  belong  to  another  category.    "  The  inconver- 
tible notes  and  tokens  issued  under  the  sanction  of  sove- 
reign   states,     the    assignats    of    France,    or    the   wiener 
wharung  of  Austria,  are  entitled,  with  all  their  imperfec- 
tions, to  the  appellation  of  money,  and  belong  to  a  common 
category  with   gold  and  silver."     "But  the  bank-note  is 
only  one,  and  scarcely  even   the  most  important  of  the 
various  forms  of  credit  which  may  be  employed  to  facilitate 
exchanges.     And  you  cannot,  therefore,  include  the  bank- 
note  under  the    generic  designation    of  money,    without 
finding   yourself  embarrassed    by  the    claims  of  bills    of 
exchange,  bankers'  cheques,  and  a  variety  of  other  typifi- 
cations  of  the  same  principle  of  credit."* 

Mr.  Fullarton,  the  most  clear  and  consistent  expounder 
of  the  Tookean  theory,  gives  the  following  curious  reasons 
for  excluding  bank-notes  from  the  category  of  money : — 
"  Gold  and  silver  pass  current  in  exchange  for  all  sorts  of 
commodities,  because  gold  and  silver  are  themselves  com- 
modities of  value,  and  furnish  the  buyer  and  seller  with  a 
convenient  equivalent  that  is  universally  in  demand.  In- 
convertible Government  notes,  though  valueless  in  them- 
selves, acquire  a  value  in  exchange  from  the  conditions 
annexed  to  their  emission,  and  by  reason  of  that  value  are 
received  in  exchange  for  commodities  precisely  on  the 
same  principle  as  coin.  These  two  descriptions  of  circu- 
lation, therefore,  fall  naturally  under  a  common  head ;  and 

*  Fullarton,  pp.  28,  29. 
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the  phrase  "  money  "  may,  by  a  fair  analogy,  be  applied 
equally  to  one  as  to  the  other.  But  until  the  bank-note 
be  either  returned  into  the  Bank,  from  which  it  issued,  in 
satisfaction  of  some  counter-claim,  and  so  cancelled,  or  be 
discharged  in  cash  according  to  its  tenor,  the  series  of 
transactions  of  which  it  has  been  the  instrument  must 
remain  incomplete.  The  day  of  payment  will  at  length 
arrive ;  and  it  is  this  necessity  of  ultimate  repayment 
which  constitutes  the  true  limits  of  transactions  on  credit, 
under  whatever  variety  of  phases  they  may  show  them- 
selves. This  is  the  main  point  of  distinction  which  marks 
the  boundary  between  a  circulation  of  credit  and  one  of 
money.  It  is  a  distinction  which  applies  to  bank-notes  pre- 
cisely in  the  same  manner  and  degree  in  which  it  applies 
to  every  other  form  of  credit,  and  which  identifies  them 
as  a  portion  merely,  and,  it  may  be  added,  but  a  subordi- 
nate and  inconsiderable  portion,  of  that  great  system  of 
credit  which,  in  the  advanced  stages  of  civilization,  be- 
comes 60  powerful  and  universal  an  agent  in  the  adjust- 
ment of  human  dealings.  There  is  scarcely  any  shape 
into  which  credit  can  be  cast,  in  which  it  will  not  at  times 
be  called  to  perform  the  functions  of  money  ;  and  whether 
that  shape  be  a  bank  note,  or  a  bill  of  exchange,  or  a 
banker's  cheque,  the  process  is,  in  every  essential  parti- 
cular, the  same,  and  the  result  is  the  same."* 

In  the  foregoing  passage  Mr.  Fullarton  betrays  an  equal 
disregard  of  language  and  of  fact.  It  is  an  obvious  depar- 
ture from  ordinary  language  to  say,  that  whether  a  pur- 
chase is  effected  by  a  payment  in  bank-notes,  or  by  a  bill 
of  exchange,  the  result  is  the  same.  According  to  the 
meaning  of  the  terms,  money  and  credit,  as  established  by 
the  universal  usage  of  the  market,  a  purchase  effected  by  a 
payment  in  bank-notes  is  a  ready-money  purchase  ;  while 


*  Regulation  of  Currencies,  pp.  3G-38. 
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a   transaction   negociated   by   the   payment   of  a  bill    of 

f  exchange  is  a  purchase  upon  credit.  In  the  former  case 
the  transaction  is  concluded,  and  the  vendor  has  no  further 
claim  upon  the  purchaser ;  in  the  latter  case  the  transac- 
tion is  not  concluded,  and  the  vendor  continues  to  have  a 
claim  upon  the  purchaser  until  a  further  payment  has  been 
made  in  satisfaction  of  the  bill  of  exchange.  A  bank-note 
liquidates  a  debt,  a  bill  of  exchange  records  the  existence 
of  a  debt,  and  promises  liquidation  on  a  future  day.  Mr. 
Fullarton  not  only  inverts  language  but  mis-states  facts, 
when  he  says  that  the  transactions  of  which  bank-notes 
have  been  the  instruments  must  remain  incomplete  until 
the  notes  shall  be  returned  upon  the  issuing  bank,  or  dis- 
charged in  cash.  A  bank-note  for  100/.  may  pass  from 
purchasers  to  vendors  many  times  ^,-day,  finally  closing,  on 
the  instant,  each  successive  -transaction.  A  bill  of 
exchange  may  also  pass  from  purchasers  to  vendors  many 
times  a-day,  but  no  one  of  the  successive  transactions  of 
which  it  is  the  medium  can  be  finally  closed  until  the  last 
recipient  has  received  in  coin  or  in  bank-notes  the  amount 
it  represents. 

r**  Now  it  is  the  necessity  of  ultimate  repayment  which 
constitutes  the  main  point  of  distinction,  which  marks  the 
boundary  between  forms  of  credit  and  money.  It  is  a 
necessity  which  applies  to  bills  of  exchange  and  cheques, 
but  which  does  not  apply  to  bank-notes ;  and,  therefore, 
upon  Mr.  Fullarton's  own  showing,  upon  his  own  defini- 
tions and  his  own  conditions,  as  to  what  constitutes  money, 
bank-notes  come  under  the  head  of  money;  while  bills  of 
exchange,  and  bankers'  cheques,  and  such  other  instru- 
/  ments  as  require  ultimate  payments,  transfers,  and  settle- 
/    ments,  do  not  come  under  the  phrase  money. 

It  is  true,  that,  in  a  certain  sense,  bank-notes  are  forms 
of  credit.  They  circulate  upon  the  credit  of  the  issuing 
Banks.     But  it  is  also  true,  that  in  a  certain  sense,  coin  is 
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a  form  of  credit.  It  circulates  upon  the  credit  of  the 
sovereign  authority,  which  certifies  that  it  is  of  standard 
purity.  If  a  well-grounded  suspicion  should  arise  as  to 
the  solvency  of  the  issuing  Bank,  its  notes  would  no  longer 
be  received  at  their  nominal  value  ;  and  if  a  well-grounded 
suspicion  should  exist,  that  Government  had  debased  the 
coin,  the  coin  would  not  circulate  at  its  nominal  value. 
Again,  coin  upon  which  a  seignorage,  say  of  10  per  cent., 
should  be  deducted,  might  circulate,  not  at  its  bullion,  but 
at  its  nominal  value,  so  long  as  the  public  were  assured 
that  Government  would  limit  its  issue  bv  deducting1  10 
per  cent,  from  all  the  bullion  brought  to  the  Mint  for 
coinage.  But  if  the  credit  of  the  Government  should  be 
so  impaired  as  to  create  a  suspicion  that  it  was  about  to 
issue,  without  limitation,  a  coinage  reduced  in  weight  by 
10  per  cent.,  the  pieces  which  had  previously  circulated 
upon  the  credit  of  Government  at  their  nominal  value, 
would  immediately  sink  to  their  bullion  value.  As  regards 
weight  and  fineness,  and,  where  seignorage  is  charged, 
limitation  of  quantity,  coin  is  received  upon  the  credit  of 
Governments,  as  the  instrument  by  which  all  transactions 
are  finally  adjusted  and  closed:  and,  in  like  manner,  bank- 
notes which,  in  the  language  of  Mr.  Ricardo,  "  may  be 
regarded  as  pieces  of  money  upon  which  an  enormous 
seignorage  is  charged,"  are  received  upon  the  credit  of  the 
issuing  banks  as  the  instrument  by  which  balances  are  ad- 
justed and  transactions  finally  closed.  Upon  Bit.  Fullarton's 
own  showing,  money  consists  of  those  instruments  only  by 
which  debts  are  discharged,  balances  adjusted,  and  trans- 
actions finally  closed :  and  therefore  Mr.  Fullarton,  unless 
he  should  choose  to  continue  to  contradict  himself,  must 
admit  that  bank-notes  are,  and  that  bills  of  exchange, 
cash  credits,  and  cheques,  are  not,  money. 

I  have  deemed  it  expedient  to  dwell  thus  long  upon  the 
question  of  nomenclature,   because,   as  we   shall   presently 
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have  occasion  to  show,  one  of  the  principal  arguments  by 
which  Mr.  Tooke  and  his  disciples  attempt  to  overthrow 
the  principles  established  by  Adam  Smith  and  Ricardo,  is 
founded  upon  an  arbitrary  departure  from  ordinary  lan- 
guage, and  upon  the  fallacy  of  attributing  similar  qualities 
to  dissimilar  objects  because  classed  under  a  common  de- 
nomination. 

The  leading  principles  of  the  new  theory  of  currency 
and  banking  propounded  by  Mr.  Tooke  are  comprised  in 
the  following  propositions  : — 

1  st.  That  the  value  of  the  currency  and  the  prices  of 
commodities  do  not  depend  upon  the  amount  of  the  circu- 
lating medium. 

2nd.  That  when  bank-notes  are  convertible  into  gold  on 
demand,  banks  of  issue  have  not  the  power  of  render- 
ing the  currency  redundant  by  an  excessive  issue  of  the 
bank-note  circulation. 

3rd.  That  the  abstraction  of  bullion  from  the  Bank  for 
exportation  is  not  occasioned  by  an  excess  and  depreciation 
of  the  currency  in  relation  to  foreign  currencies. 

I  proceed  to  the  examination  of  these  principles  in  the 
order  in  which  they  are  stated. 


Section  2. — Examination  of  the  principle,  that  the  value  of 
the  currency  and  the  prices  of  commodities  do  not  depend 
upon  the  amount  of  the  circulating  medium. 

1st.  Mr.  Tooke  enunciates  his  leading  principle  in  the 
following  terms  : — "  The  prices  of  commodities  do  not  de- 
pend on  the  quantity  of  money  as  indicated  by  the  amount 
of  bank-notes,  nor  upon  the  amount  of  the  whole  of  the 
circulating  medium,  but  that,  on  the  contrary,  the  amount 
of  the  circulating  medium  is  the  consequence  of  prices."  * 

*  Currency  Principle,  p.  123. 
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The  logical  accuracy  of  this  extraordinary  dictum — a  dictum 
at  direct  variance  with  the  principles  demonstrated  by 
Adam  Smith  and  Ricardo — may  be  tested  by  affirming  the 
analogous  proposition,  that  the  prices  of  commodities  in 
Europe,  after  the  discovery  of  the  mines  of  South  America 
did  not  depend  upon  the  quantity  of  money  indicated  by 
the  amount  of  coin ;  nor  by  the  amount  of  the  whole 
supply  of  gold  and  silver  ;  but  that,  on  the  contrary,  the 
amount  of  gold. and  silver  obtained  from  the  mines  of 
South  America  was  the  consequence  of  the  subsequent 
scale  of  prices. 

Well  might  Mr.  Fullarton  remark,  that   when  we  are 
"  asked  to  entertain   a  proposition  like   that  conveyed  in 
Mr.  Tooke's*  dictum,  that  'variations  in  the  quantity  of 
the  circulating  medium  do  not  affect  prices  at  all,'  we  turn 
away  incredulous  as  from  a  paradox  that  outrages   all  our 
preconceived  notions,  and  seems  even  to  be  contradicted  by 
facts  within  our  daily  experience."     That   such  a  dictum 
should  have  been  enunciated  and  advocated,  in  the  country 
of  Adam  Smith  and  Ricardo,  cannot  but  excite  surprise. 
Mr.   Ricardo   says,  f  "  If  a  mine  were  discovered  in  any 
country,  the  currency  in  that  country  would  be  lowered  in 
consequence  of  the  increased  quantity  of  precious  metals 
brought  into  circulation,  and  would  therefore  no  longer  be 
of  the  same  value  as  in  other  countries  ;  gold  and  silver, 
whether  in  coin  or  in  bullion,  obeying  the  same  law  which 
regulates    all    other  commodities.       If  instead  of  a  mine 
being  discovered  in  any  country,  a  bank  were  established, 
such  as  the  Bank  of  England,  with  the  power  of  issuing  its 
notes  as  a  circulating  medium,  after   a  large  amount  had 
been  issued  either  by  loans  to  merchants  or  by  advances  to 
Government,  thereby  adding  considerably  to  the  sum  of  the 
currency,  the  same  effect  would  follow  as  in  the  case  of  the 

*  Regulation  of  Currencies,  p.  58. 
t  M'Culloch's  edition,  p.  264. 
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mine.  The  circulating  medium  would  be  lowered  in  value, 
and  "goods  would  experience  a  proportionate  rise."  "  If  an 
addition  be  made  to  a  currency  partly  of  gold  and  partly 
of  paper  by  an  increase  of  paper  currency,  the  value  of  the 
whole  currency  would  be  diminished,  or,  in  other  words, 
the  prices  of  commodities  would  rise,  estimated  either  in 
gold  or  in  paper  currency.  The  same  commodity  would 
purchase,  after  the  increase  of  paper,  a  greater  number  of 
ounces  of  gold  coin,  because  it  would  exchange  for  a 
greater  quantity  of  money." 

It  will  be  unnecessary  to  refer  to  further  authorities 
for  the  refutation  of  Mr.  Tooke,  inasmuch  as  Mr.  Tooke 
has  been  completely  successful  in  refuting  himself.  He 
has  written  volumes  on  the  influence  of  quantity  on  price, 
and  has  shown,  by  the  most  elaborate  details,  that  on  all  the 
remarkable  occasions  on  which  an  advance  or  decline  of 
prices  has  occurred,  the  advance  or  decline  was  occasioned 
by  a  decrease  or  ^increase  in  the  quantities  of  the  commo- 
dities respecting  which  the  variations  occurred.  Gold  is  a 
commodity  governed  as  all  other  commodities  are  governed, 
by  the  law  of  supply  and  demand.  If  the  value  of  all  other 
commodities,  in  relation  to  gold,  rises  and  falls  as  their 
quantities  diminish  or  increase,  the  value  of  gold  in  relation 
to  commodities  must  rise  and  fall  as  its  quantity  is  di- 
minished or  increased.  But  gold  is  the  standard  of  our 
money.  An  increase  in  the  quantity  and  fall  in  the  value 
of  gold,  in  relation  to  commodities,  is  the  same  thing  as 
an  increase  in  the  quantity,  and  a  fall  in  the  value 
of  the  currency  in  relation  to  commodities, — is  the  same 
thing  as  a  rise  of  prices.  Mr.  Tooke's  History  of  Prices  is 
a  magazine  of  historical  facts  demonstrative  of  the  fallacy 
of  the  principle,  that  "  variations  in  the  quantity  of  the  cir- 
culating medium  do  not  affect  prices." 

Mr.  Tooke  admits,  that  the  value  of  an  inconvertible 
paper  currency  is  lowered  by  an  increase  in  its  quantity  ; 
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but  he  denies  that  a  convertible  currency  can  be  lowered 
by  an  increase  of  its  quantity.  Here  he  falls  into  a  mani- 
fest contradiction.  The  effects  of  an  increase  of  quantity, 
so  far  as  increase  can  be  carried  in  both  cases,  is  in  both 
cases  precisely  the  same.  The  difference  between  the  two 
cases  is  this  : — The  increase  in  the  quantity  of  inconvert- 
ible paper  is  unlimited ;  the  increase  in  the  quantity  of 
convertible  paper  is  limited  by  the  power  of  the  holder  to 
exchange  it  for  gold,  as  soon  as,  from  the  increase  of  the 
currency,  including  coin  and  notes,  the  value  of  gold  in  the 
home  market,  as  compared  with  gold  in  the  foreign  market, 
begins  to  decline.  If  the  increase  in  the  quantity  of  con- 
vertible paper  had  no  effect  in  lowering  its  value  in  relation 
to  gold,  considered  as  an  exportable  commodity,  the  holder 
could  have  no  motive  to  exchange  it  for  gold.  The  fact  that 
an  undue  increase  in  the  quantity  of  convertible  paper 
causes  it  to  be  converted,  is  a  practical  demonstration  that 
the  increase  in  its  quantity  lowers  its  value.  The  act  of  con- 
version limits  the  quantity,  and  therefore  limits  the  fall  in 
value.  Mr.  Tooke  falls  into  the  misconception  of  imagining 
that  the  limitation  to  a  further  decline  of  value  which  con- 
vcrtibilitv  imposes,  prevents  the  previous  existence  of  the 
decline  which  it  subsequently  arrests.  He  fails  to  per- 
ceive, that  before  a  decline  of  value  can  be  arrested,  there 
must  have  been  a  decline  of  value  to  arrest. 

The  effect  of  an  increase  in  the  quantity  of  money  in 
lowering  its  value,  or,  in  other  words,  in  raising  prices, 
may  be  demonstrated  in  another  way.  Let  us  suppose 
that  in  the  first  instance  the  currency  is  exclusively  me- 
tallic ;  and  that  in  the  second  instance,  the  banks  com- 
mence the  issuing  of  promissory  notes  payable  upon  de- 
mand in  coin.  Now  we  know,  from  universal  experience, 
that  under  these  circumstances  a  proportion  of  the  coin 
would  be  displaced.  The  result  is  unquestionable ;  and 
the  manner  of  its  production  admits  of  the  simplest  expla- 
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nation.  Previous  to  the  issuing  of  promissory  notes  by 
the  banks,  the  amount  of  coin  in  circulation  would  have 
been,  upon  the  average,  just  sufficient  to  keep  the  currency 
equal  in  value  with  foreign  currencies,  to  maintain  the  ex- 
changes at  par,  and  to  render  the  average  trade  with 
foreign  countries  a  trade  of  barter.  Now,  this  having 
been  the  previous  state  of  things,  the  increase  in  the 
amount  of  the  currency  occasioned  by  the  issues  of  the 
banks,  lowers  the  value  of  the  whole  currency,  including 
coin  and  notes,  in  relation  to  foreign  currencies,  turns  the 
exchanges  against  us,  and  causes  gold  to  be  exported. 
Now,  why  should  gold  be  exported  ?  The  answer  is,  only 
because  its  value  in  relation  to  exportable  commodities  has 
fallen ;  in  other  words,  only  because  the  prices  of  commo- 
dities have  risen.  Before  the  quantity  of  money  was  in- 
creased by  the  issue  of  bank-notes,  our  imports  were  paid 
for  by  the  export  of  commodities ;  because  at  the  then 
existing  low  range  of  prices,  commodities  were  the  cheapest 
instruments  by  which  foreign  payments  could  be  effected. 
After  the  quantity  of  money  has  been  increased  by  the 
issue  of  bank-notes,  our  imports  are  paid  for  by  the  ex- 
portation of  gold ;  because  at  the  now  existing  higher 
range  of  prices,  gold  is  the  cheapest  instrument  by  which 
foreign  payments  can  be  effected.  Had  Mr.  Tooke  under- 
stood the  laws  which  govern  the  foreign  exchanges,  he 
could  not  have  ventured  to  affirm,  that  an  increase  in  the 
quantity  of  money  does  not  cause  an  increase  of  prices. 

Mr.  Tooke's  curious  reasons  for  his  curious  conclusions, 
that  an  increase  in  the  quantity  of  inconvertible  paper 
money  does,  and  that  an  increase  in  the  quantity  of  con- 
vertible paper  does  not,  cause  an  increase  of  prices,  re- 
quire to  be  noticed.     He  says,* — 

"  When  a  government  issues  paper  money,  inconvert- 

*  Currency  Principle,  p.  69. 


89 

ible  and  compulsorily  current,  it  is  usually  in   payment 
for — 

"  1.  The  personal  expenditure  of  the  sovereign  or  the 
governing  power. 

"  2.  Public  works  and  buildings. 

"  3.   Salaries  of  civil  servants. 

"  4.  Maintenance  of  naval  and  military  establishments. 

"  It  is  quite  clear  that  paper  created  and  so  paid  away 
by  the  government,  not  being  returnable  to  the  issuer,  will 
constitute  a  fresh  source  of  demand,  and  must  be  forced 
into  and  permeate  all  the  channels  of  circulation.  Ac- 
cordingly, every  fresh  issue  beyond  the  point  at  which 
former  issues  had  settled  in  a  certain  rise  of  price  and  of 
wages,  and  a  fall  of  the  exchanges,  is  soon  followed  by  a 
further  rise  of  commodities  and  wages,  and  a  fall  of  the  ex- 
changes ;  the  depreciation  being  in  the  ratio  of  the  forcibly 
increased  amount  of  the  issues. 

"  It  will  hence  appear  that  the  difference  between  paper 
money  so  issued  and  bank-notes  such  as  those  of  this  coun- 
try, consists,  not  only  in  the  limit  prescribed  by  their  con- 
vertibility to  the  amount  of  them,  but  in  the  mode  of  issue. 
The  latter  are  issued  to  those  only  who,  being  entitled  to 
demand  gold,  desire  to  have  notes  in  preference,  and  it 
depends  upon  the  particular  purposes  for  which  the  notes 
are  employed,  whether  a  greater  or  less  quantity  is  re- 
quired." 

Fallacies  "  permeate  all  the  channels  "  of  the  passages 
above  quoted.  In  the  first  place,  it  is  a  fallacy,  that  con- 
vertible paper  is  issued  to  those  only  who,  being  entitled 
to  demand  gold  desire  to  have  notes  in  preference.  In  a 
large  number,  perhaps  in  a  majority  of  cases,  convertible 
paper  is  issued  to  persons  who  are  not,  at  the  time  of  issue, 
entitled  to  demand  gold,  and  whose  title  to  demand  it  is 
created  by  the  paper  they  obtain.  The  merchant  who  dis- 
counts a  bill  of  exchange  at  the  Bank  is  entitled  to  demand 
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gold,  not  because  he  was  the  holder  of  the  bill,  but  because 
the  Bank  has  advanced  convertible  notes  upon  it.  An 
advance  of  convertible  notes  upon  securities  is  a  new 
creation  of  paper  money,  just  in  the  same  way  in  which  an 
advance  of  inconvertible  notes  by  Government  is  a  new 
creation  of  paper  money. 

There  is  no  conceivable  difference,  as  regards  the  nature 
and  character  of  the  action  upon  prices,  between  the  action 
produced  by  convertible,  and  that  produced  by  inconvert- 
ible, paper.  There  is,  however,  a  difference  between  the 
degree  and  extent  of  the  action ;  the  effect  being,  in  the 
one  case,  unlimited,  and  in  the  other,  limited  by  the 
speedy  diminution  in  the  quantity  of  the  convertible  paper 
money  as  soon  as  its  value  in  relation  to  gold  or  to  foreign 
currencies  begins  to  decline.  Mr.  Tooke's  argument,  when 
fairly  analyzed,  amounts  to  this — an  increase  in  the  quan- 
tity of  convertible  paper  cannot  reduce  its  value,  because, 
when  the  increase  of  quantity  has  reduced  its  value,  a 
diminution  in  its  quantity  will  raise  its  value ;  therefore 
the  quantity  of  convertible  paper  has  no  influence  upon  its 
value. 

Mr.  Tooke  contends  that  the  increase  of  an  inconvertible 
currency  would  increase  wages  and  prices,  because  it 
would  be  expended  in  the  personal  expenditure  of  the 
sovereign  or  governing  power,  in  salaries,  and  in  public 
works  and  buildings ;  and  because,  thus  expended,  it 
would  permeate  all  the  channels  of  circulation.  Now  the 
increase  of  a  convertible  currency  would  produce  the  same 
identical  effects,  through  the  same  identical  process,  which 
would  be  produced  by  the  increase  of  an  inconvertible 
currency.  Were  a  nobleman  to  obtain  from  the  Bank  of 
England  1 00,0007.  upon  the  mortgage  of  his  estate,  and 
were  he  to  expend  the  amount  thus  obtained  in  enlarging 
his  domestic  establishment,  in  maintaining  an  additional 
retinue  of  servants,  and  in  erecting  a  mansion  and  orna- 
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mental  buildings,  this  convertible  paper,  thus  expended, 
would,  like  an  inconvertible  paper  expended  by  Govern- 
ment upon  analogous  objects,  raise  wages  and  prices,  be- 
cause it  would  "  permeate  all  the  channels  of  circulation." 
Were  this  nobleman  to  expend  the  loan  advanced  by  the 
Bank  of  England    in   improving   his    estate,  in   draining, 
planting,  and  reclaiming  wastes,  exactly  similar  results,  as 
regardfl  wages  and  prices,  would  be  produced  ;  while  re- 
sults exactly  similar,  as  far  as  regards  wages  and  prices, 
would  be  produced  were  a  master  manufacturer  to  obtain 
discounts  and  other  advances  from  the  neighbouring  banks 
of  issue,  and  to  expend  the  amount  thus  obtained  in  erect- 
ing new  factories,  in  purchasing  additional  materials,  and 
employing  additional    hands.       In   all  these  cases  an  in- 
creased quantity  of  convertible  currency  would  "  permeate 
the  channels  of  circulation  "  in  the  same  way  in  which  an 
increased   quantity  of  inconvertible  currency    would  per- 
meate them.    The  nature  and  character  of  the  effect  would 
be  the  same,  whether  the  increased  quantity  of  currency 
should  be  convertible   or  inconvertible,  though  its  extent 
and  degree  in  the  two  cases  would  be  different.      In  the 
case  of  the  inconvertible  paper  the  effect  would  be  unli- 
mited :    in   the  case    of  the    convertible  paper    the    effect 
would  be  confined  within  narrow  limits,  because  a  slight 
action  upon  prices  and  on  the  exchanges  would  cause  the 
increased  quantity  of  convertible  paper  to  be  withdrawn 
from   circulation,  by    being  returned  upon  the  banks   in 
exchange  for  coin  now  demanded  for  exportation.     But 
why  should  the  coin  be  demanded  for  exportation  ?  Simply 
because  the   increased  quantity  of  convertible  paper  had 
reduced  the  value  of  the  currency,  or,  in  other  words,  had 
increased  prices.      The  withdrawal  of  an  increased  issue  of 
convertible  paper  from  the  channels  of  circulation  is  the 
effect   of  the  reduced  value  of  the  currency  or  increased 
range  of  prices,  which  in  the  first  instance  that  increased 
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issue  had  occasioned.  Mr.  Tooke's  process  of  reasoning 
amounts  to  this  : — that  the  existence  of  the  effect  proves 
the  non-existence  of  the  cause. 

Mr.  Tooke's  extraordinary  fallacy,  that  the  prices  of 
commodities  are  not  affected  by  the  amount  of  the  circu- 
lating medium,  appears  to  have  originated  in  his  inability 
to  perceive  that  a  diminution  in  the  quantity  of  commodities, 
while  the  quantity  of  money  remains  the  same,  has  the 
same  effect  upon  the  value  of  the  currency,  or,  in  other 
words,  upon  the  general  scale  of  prices,  as  an  increase  in 
the  quantity  of  money,  while  the  quantity  of  commodities 
remains  the  same.  He  saw  that  on  many  occasions  a  rise 
in  the  prices  of  the  leading  articles  of  consumption  was 
accompanied,  not  by  an  extension,  but  by  a  contraction,  of 
the  circulation  ;  and,  seeing  no  further,  he  inferred  that 
the  amount  of  the  circulation  could  have  no  influence  on 
prices.  He  could  not  extend  his  vision  to  the  facts,  that 
a  diminution  in  the  supply  of  commodities  renders  the 
previous  amount  of  currency  redundant :  that  redundance 
is  followed  by  contraction,  and  that  contraction  is  thus  a 
necessary  sequence  of  a  rise  of  prices  resulting  from  reduced 
supply.  The  History  of  Prices  is  an  elaborate  attempt  to 
show  that  throughout  the  deep  fluctuations  in  the  prices  of 
commodities  which  occurred  during  some  of  the  periods  of 
which  he  treats,  the  currency  continued  to  be  nearly  invari- 
able in  value,  because  nearly  invariable  in  amount.  His 
reasonings  might  be  reduced  to  a  series  of  contradictory 
propositions.  Through  interminable  pages  of  inconsistent 
affirmation,  he  reiterates  the  inference,  that  the  value  of 
commodities  has  fluctuated  in  relation  to  money,  and,  that, 
therefore,  the  value  of  money  has  not  fluctuated  in  relation 
to  commodities.  The  History  of  Prices  is,  perhaps,  the  most 
illogical  work  upon  a  scientific  subject  ever  presented  to 
the  public. 

Mr.  Fullarton,  like  Mr.  Tooke,  is  so  unhappy  in  his 
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attempts  to  trace  the  relation  subsisting  between  coincident 
facts,  that  effects  are  regarded  as  disproving  the  existence 
of  their  cause.  The  contractions  of  the  bank-note  circu- 
lation which,  under  certain  circumstances,  are  found  to 
accompany  an  increase  in  the  prices  of  some  leading  articles 
of  consumption,  he  adduces  as  a  practical  demonstration  of 
his  doctrine,  that  a  rise  of  prices  is  no  evidence  of  an  excess 
in  the  amount,  and  consequent  fall  in  the  value  of  the 
currency-  He  seems  altogether  oblivious  of  the  principle, 
long  ago  established  by  Ricardo,  that  an  excess  in  the 
quantity,  and  a  fall  in  the  value  of  the  currency,  may 
result  from  two  several  causes,  namely,  from  an  increase 
in  the  amount  of  the  circulation,  the  quantity  of  commo- 
dities remaining  the  same,  and  from  a  diminution  in  the 
quantity  of  commodities,  the  amount  of  the  circulation 
remaining  the  same.  As  the  main  argument  advanced  by 
Mr.  Fullarton,  as  by  Mr.  Tooke,  turns  upon  the  negation 
of  this  principle,  it  becomes  expedient  to  present  the  evi- 
dence upon  which  it  rests. 

The  doctrine  of  Adam  Smith,  that  every  rise  or  fall  in 
the  money  price  of  goods,  which  proceeds  altogether 
from  variations  in  the  material  of  money,  u  must  affect  all 
goods  equally,  and  raise  or  lower  their  prices  universally ,'* 
is  referred  to  by  Mr  Fullarton  as  establishing  the  correct- 
ness of  Mr.  Tooke's  dictum,  that  "  variations  in  the  amount 
of  the  circulating  medium  do  not  affect  prices  at  all."  Now, 
this  principle  of  Adam  Smith's  is  incontrovertible,  is  self- 
evidently,  true,  when  considered  in  relation  to  the  circum- 
stances under  which  it  is  enunciated  in  the  Wealth  of 
Nations.  It  is  self-evidently  true,  that  variations  in  the 
value  of  money  must  affect  all  commodities  equally,  and 
raise  or  lower  their  prices  universally,  provided  the  values 
of  commodities,  in  relation  to  each  other,  remain  the  same  ; 
but  then  it  is  self  evidently  false,  that  variations  in  the 
value  of  money,  must  raise  or  lower  the  price  of  commodities 
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equally  and  universally,  when  the  values  of  commodities, 
in  relation  to  each  other,  do  not  remain  the  same.     Let  the 
cost'  of  obtaining  money,  and  the  cost  of  producing  corn, 
be  diminished  one  half,   and  the  price  of  corn  will  remain 
the  same,  while  the  prices  of  all  other  commodities  will  be 
doubled.     Practically,  the  relative  cost  of  producing  com- 
modities,  and,  as  a  necessary  consequence,   their  value  in 
relation    to    each   other,  is  liable  to   constant  fluctuation; 
therefore,  practically,  a  fall  in  the  value  of  money,  while 
raising  the  prices  of  all  commodities,  the  cost  of  producing 
which  has  remained  unchanged,  may  be  accompanied  by  a 
fall  in  the  prices  of  those  commodities,  the  cost  of  producing 
which  has  been  lowered  in  a  greater  proportion  than  the 
cost  of  obtaining  money.      Nevertheless,  Mr.   Fullarton, 
misapplying,  because  misunderstanding,  the  principle  of 
Adam  Smith,  infers  that  variations  in  the  amount  of  the 
circulating  medium  do  not  affect  prices  at  all,  because,  in 
1837,   the  prices  of  cotton  and  silk  fell,  whilst  the  price  of 
corn  was  advancing.     He  pursues  and  amplifies  this  species 
of  induction  through  many  pages.      Finding  that   there 
were  no  consentaneous  movements  of  prices  coinciding  with 
the  fluctuations  of  the  bank-note  circulation, — that  there  was 
no  sympathy  between  the  variations  of  the  corn  market,  and 
the  variations  of  the  market  for  colonial  produce,  and  other 
foreign   commodities — that  at  the  very  time    that  a  vast 
speculative  demand  was  taking  place  in  most  articles  of  mer- 
chandize, the  price  of  wheat  subsided  to  54s.  Qd. — that  even 
the   several  descriptions  of  grain  are  not  found  to  fall  and 
rise  together — and  that  each  article  rests  on  its  own  basis, 
the  price  rising  or  falling  according  to  the  state  of  the 
supply,  Mr.  Fullarton  jumps  to   the  inference,  that  the 
principle,  that  prices  are  not  influenced  by  the  amount  of 
the  circulating  medium,   "  is   verified  by  the  irresistible 
array  of  facts  and  figures  for  which  the  world  is  indebted 
to  the  investigation  of  Mr.  Tooke." 
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The  History  of  Prices  may  be  regarded  as  a  psychological 
study.     Mr.  Tooke  commenced  his  labours  as  a  follower  of 
Horner  and  Ricardo,  and  derived  reflected  lustre  from  an 
alliance  with  those  celebrated  names  ;  but  his  capacity  for 
collecting  contemporaneous  facts  preponderating  over  his 
perceptive  and  logical  faculties,  his  accumulation  of  facts 
involved  him  in  a  labyrinth  of  error.     Failing  to  perceive 
that  a  theoretical  principle,    although  it   may  irresistibly 
command  assent  under  all  circumstances  coinciding  with 
the  premises  from  which  it  is  deduced,  must  be  applied  with 
due  limitation  and  correction  in   all  cases  not  coinciding 
with  the  premises,  he  fell  into  a  total  misconception  of  the 
proposition   advanced   by   Adam  Smith,    and   imputed  to 
that  high   authority    the    absurdity   of  maintaining,    that 
variations  in  the  quantity  of  money  cause  the  money  values 
of  all  commodities  to  vary  in  equal  proportions,  while  the 
values  of  commodities,  in  relation  to  each  other,  are  varying 
in  unequal   proportions.       Reasonings   derived   from  this 
extraordinary  misconception  necessarily  led  to  extraordinary 
conclusions.     Having  satisfied  himself  that  Adam  Smith 
had  correctly  established  as  a  principle  universally  true,  that 
variations  in  the  purchasing  power  of  money   cause    the 
prices  of  all  commodities  to  vary  in  equal  proportions,  and 
finding,  as  he  pursued  his  investigations  into  the  phenomena 
of  the  market  at  different  periods,  no  instances  in  which  an 
expansion    or  contraction   of  the    circulation    caused   the 
prices  of  commodities  to  rise   or  fall  in  an  equal  ratio,  he 
arrived,  by   a  strictly  logical  inference  from  the  premises 
thus  illogically  assumed,  at  his  grand  discovery,— that  no 
increase  of  the  circulating  medium  can  have  the  effect  of 
increasing  prices. 
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Section  III. — Examination  of  the  Principle,  that  Banks  do 
not  possess  the  Power  of  Over -issue. 

During  the  protracted  discussions  which  preceded  the 
passing  of  the  Act  for  the  resumption  of  cash  payments, 
the  main  question  at  issue  between  the  advocates  and  the 
opponents  of  that  measure  was,  whether  the  Bank  of 
England,  while  making  its  advances  by  way  of  loan  upon 
securities  to  meet  the  demands  of  commerce,  possessed  the 
power  of  rendering  the  currency  redundant  by  issuing  its 
paper  in  excess.  On  this  question  turned  the  whole 
merits  of  the  controversy.  It  was  contended,  on  the  one 
hand,  that,  as  the  Bank  did  not  possess  the  power  of  over- 
issue, there  could  be  no  necessity  for  a  metallic  standard, 
and  that  a  return  to  specie  payments  could  have  no  other 
effect  than  that  of  subjecting  the  circulating  medium  to  in- 
jurious fluctuations,  under  the  action  of  the  foreign  ex- 
changes. It  was  maintained,  on  the  other  hand,  that, 
inasmuch  as  the  Bank  did  possess,  and  had  exercised  the 
power  of  over-issue,  it  was  indispensably  necessary  to 
maintain  the  integrity  of  the  legal  metallic  standard  by 
rendering  the  bank-note  convertible  into  gold  upon  de- 
mand. The  former  view  of  the  subject  was  adopted  by 
the  Governor  and  Directors  of  the  Bank,  and  by  a  ma- 
jority of  the  merchants,  bankers,  and  traders  of  the  City  of 
London,  and  was  advocated  with  great  ingenuity  by  Mr. 
Bosanquet.  The  latter  view  was  embodied  in  the  cele- 
brated Report  of  the  Bullion  Committee,  and  triumphantly 
established  by  Mr.  Bicardo. 

Mr.  Bicardo  showed  that,  when  an  addition  is  made  to 
a  currency  consisting  partly  of  paper  and  partly  of  gold, 
by  an  increase  of  paper  currency,  the  value  of  the  whole 
currency  is  diminished,  and  the  prices  of  commodities, 
estimated  either  in  coin,  or  in  paper,  are  raised,  on  the 
self-same  principle  that  the  value  of  the  currency  would 
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be  lowered,  and  the  prices  of  commodities  raised,  by 
the  discovery  of  a  more  fertile  mine.  And  he  further 
showed,  that  an  increased  issue  of  inconvertible  paper, 
although  lowering  the  value  of  the  whole  currency,  and 
rendering  the  real  foreign  exchange  unfavourable,  yet  does 
not  raise  the  price  of  bullion,  and  create  an  adverse  nomi- 
nal exchange,  until  after  the  whole  of  the  gold  has  been 
expelled  from  circulation ;  while  an  increased  issue  of 
convertible  paper,  although  lowering  the  value  of  the 
whole  currency,  and  giving  rise  to  an  exportation  of 
bullion,  yet  does  not  occasion  a  rise  in  the  price  of 
bullion,  or  create  an  unfavourable  nominal  exchange. 
Mr.  Bosanquet  admitted  the  correctness  of  Mr.  Ricardo's 
views  with  respect  to  the  augmentation  of  the  currency 
from  a  more  fertile  mine,  but  contended  that,  as  the 
Bank  of  England  made  its  advances  at  the  requisition 
of  parties  who  became  indebted  to  the  Bank  for  their 
amount,  who  gave  security  to  return  other  notes  of  equal 
value  at  a  fixed  and  not  remote  period,  paying  an  interest 
in  proportion  to  the  time  allowed,  the  paper  currency 
could  not  be  issued  in  excess.  Mr.  Bosanquet  sums  up 
his  argument  in  the  following  passage  : — 

"  Mr.  Ricardo  has  assimilated  the  Bank  of  England,  so 
far  as  relates  to  the  effects  of  its  issues,  to  a  gold  mine,  the 
produce  of  which  being  thrown  into  circulation,  in  addition 
to  the  circulating  medium  already  sufficient,  is  in  excess, 
and  has  the  acknowledged  effect  of  depreciating  the  value 
of  the  existing  medium,  or,  in  other  words,  of  raising  the 
prices  of  commodities  for  which  it  is  usually  exchanged. 
But  Mr.  Ricardo  has  not  stated  what  is  essential  to  the 
comparison,  wJuj  it  is  that  the  discovery  of  a  gold  mine 
would  produce  this  effect.  It  would  produce  this  effect 
because  the  proprietors  would  issue  the  gold,  for  whatever 
services,  without  any  engagement  to  give  an  equal  value 
for  it  again  to   the   holders,  or  any  wish  or  any  means  of 
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calling  back,  and  annihilating  that  which  they  have  issued. 
By  degrees,  as  the  issues  increase,  they  exceed  the  wants 
of  circulation.  The  demand  and,  consequently,  the  prices 
of  commodities  and  real  properties,  measured  in  gold, 
increase,  and  will  continue  to  increase,  so  long  as  the 
mine  continues  to  produce.  And  this  effect  will  equally 
follow,  whether,  under  the  circumstances  I  have  supposed, 
the  issue  be  gold  from  a  mine,  or  paper  from  a  Government 
bank.  All  this  I  distinctly  admit;  but,  in  all  this  state- 
ment, there  is  not  one  point  of  analogy  to  the  issues  of  the 
Bank  of  England.  The  principle  upon  which  the  Bank 
issues  its  notes  is  that  of  loan.  Every  note  is  issued  at  the 
requisition  of  some  party  who  becomes  indebted  to  the 
Bank  for  the  amount,  and  gives  security  to  return  this 
note,  or  another  of  equal  value,  at  a  fixed  and  not  remote 
period,  paying  an  interest  proportioned  to  the  time  al- 
lowed." 

To    this    argument   Mr.  Kicardo    gave    the   following 
reply : — 

"Supposing  the  gold  mine  to  be  the  actual  property  of 
the  Bank,  even  to  be  situated  on  its  own  premises,  and 
that  they  procured  the  gold  which  it  produced  to  be  coined 
into  guineas,  and  instead  of  issuing  their  notes  when  they 
discounted  bills,  or  lent  money  to  Government,  that  they 
issued  nothing  but  guineas,  could  there  be  any  limit  to 
their  issues  but  the  want  of  further  productiveness  in  their 
mine  ?  In  what  would  the  circumstances  differ  if  the 
mine  were  the  property  of  the  King,  or  of  a  single  indi- 
vidual ?  In  that  case  Mr.  Bosanquet  admits  that  the  value 
of  money  would  fall,  and  I  suppose  he  would  also  admit 
that  it  would  fall  in  exact  proportion  to  its  increase. 

"  What  would  be  done  with  the  gold  by  the  owner  of 
the  mine  ?  It  must  either  be  employed  at  interest  by 
himself,  or  it  would  finally  fall  into  the  hands  of  those  who 
would  so   employ  it.     This  is  its  natural  destination ;    it 
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may  pass  through  the  hands  of  100  or  of  1000  persons, 
but  it  could  be  employed  in  no  other  way  at  last.  Now, 
if  the  mine  should  double  the  quantity  of  money,  it  would 
depress  its  value  in  the  same  proportion,  and  there  would 
be  double  the  demand  for  it.  A  merchant  who  before 
required  a  loan  of  10,000/.  would  now  want  20,000/  ;  and 
it  could  be  of  little  importance  to  him  whether  he  con- 
tinued to  borrow  10,000/.  of  the  Bank,  and  10,000/.  of 
those  with  whom  the  money  finally  rested,  or  whether  he 
borrowed  the  whole  20,000/.  of  the  Bank.  The  analogy 
seems  to  me  to  be  complete,  and  not  to  admit  of  dispute." 

"  Let  us  recur  to  the  effect  which  would  result  from 
the  establishment  of  a  bank  of  undoubted  credit  in  a 
country  where  the  circulation  was  wholly  metallic' 

"  Such  a  bank  would  discount  bills  and  make  advances  to 
Government  as  our  Bank  does  ;  and   if  the   principle  now 
contended  for    by  Mr.    Bosanquet    be    correct,   its   notes 
would  return  to  it  as  soon  as  issued ;  because  the  metallic 
currency  being  before  sufficient   for   the  commerce   of  the 
country,  no  additional  quantity  could  be  employed.     But 
this  is  contrary  both  to  theory  and  experience.     The  issues 
of  the  Bank  would,  as   they  now  do,  not  only  depreciate 
the  currency,  but  the  value  of  bullion  at  the  same  time,  as 
I  have  already  endeavoured  to  explain ;  this,  again,  Mould 
be  the  temptation  to  exportation,  and  the  diminution  of  the 
currency    would    make    it   regain   its    value.     The    Bank 
would  issue  more  notes,  and  the  same  effects  would  follow ; 
but  in  no  case  would  there  be  such  an  excess  as  would 
induce  any  holder  of  notes  to  return  them  to  the  Bank  in 
repayment  of  loans,  if  the  law  against  the  exportation  of 
money  .could  be  effectually  executed.     Money  would  be 
demanded,   because   it  could  be  profitably  exported.     Let 
us  suppose   all  the   countries  of  Europe  to  carry  on  their 
circulation  by  means  of  the   precious   metals,  and   each   at 
the  same   time  to  establish  a  bank  on  the  same  principles 
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as  the  Bank  of  England ;  could  they,  or  could  they  not, 
each  add  to  the  metallic  circulation  a  certain  portion  of 
paper  ?  And  could  they,  or  could  they  not,  permanently 
retain  that  paper  in  circulation  ?  If  they  could,  the  ques- 
tion is  at  an  end ;  an  addition  might  be  made  to  a  circu- 
lation already  sufficient  without  occasioning  the  notes  to 
return  to  the  Bank  in  payment  of  bills  due.  If  it  is  said 
they  could  not,  then  I  appeal  to  experience,  and  ask  for 
some  explanation  of  the  manner  in  which  bank-notes  were 
originally  called  into  existence,  and  how  they  are  perma- 
nently kept  in  circulation.  If  the  principles  advanced  by 
the  Bank  Directors  be  correct,  not  a  bank-note  could  have 
been  permanently  kept  in  circulation,  nor  would  the  dis- 
covery of  the  mines  of  South  America  have  added  one 
guinea  to  the  circulation  of  England.  The  additional  gold 
would,  according  to  this  system,  have  found  a  circulation 
already  adequate,  and  in  which  no  more  could  be  ad- 
mitted."* 

In  his  valuable  work  on  the  Literature  of  Political 
Economy,  Mr.  M'Culloch  thus  characterizes  Mr.  Eicardo's 
reply  to  Mr.  Bosanquet :  "  It  is  perhaps  the  best  contro- 
versial essay  that  has  ever  appeared  on  any  disputed 
question  of  Political  Economy.  In  it  Mr.  Bicardo  met 
Mr.  Bosanquet  on  his  own  ground,  and  overthrew  him  with 
his  own  weapons.  He  examined  the  proofs  which  Mr. 
Bosanquet  had  brought  forward  of  the  pretended  discord- 
ance between  the  facts  stated  in  his  own  pamphlet,  which 
he  said  were  consistent  with  experience,  and  the  theory 
laid  down  in  the  Bullion  Report ;  and  showed  that  Mr. 
Bosanquet  had  either  mistaken  the  cases  by  which  he  had 
proposed  to  try  the  theory,  or  that  the  discrepancy  was  only 
apparent,  and  was  entirely  a  consequence  of  his  inability  to 
apply  the  theory,  and  not  to  anything  erroneous  or  deficient 

*  Reply  to  Bosanquet,  pp,  141,  142,     M'Culloch's  edition. 
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in  it.     The  victory  of  Mr.  Ricardo  was  perfect,  and  com- 
plete ;  and   the  elaborate  errors  and  misstatements  of  Mr. 
Bosanquet  served  only,  to  use  the  words  of  Dr.  Coppleston, 
'  to   illustrate   the   abilities  of  the  writer  who  stepped   for- 
ward to  vindicate  the  truth.'     This  tract  affords  a  striking 
example  of  the   ascendancy  of  those  who  possess  a  know- 
ledge both  of  principle  and  practice   over  those  who  are 
familiar  only  with  the    latter  ;   and  though  the  interest  of 
the  question  which  gave  rise  to  it  has  now  subsided,  it  will 
always  be  read  with  delight  by  those   who  are  not  insen- 
sible to  the  high  gratification  which  all  ingenuous  minds 
must  feel   in   observing  the    ease  with  which  a   superior 
intellect  clears  away  the  irrelevant  matter  with  which   a 
question  has   been   designedly  embarrassed,  reduces  false 
facts   to  their  just  value,  and  traces  and  exhibits  the  con- 
stant and   active   operation  of  the  same  principle  through 
all  the  mazy  intricacies  of  practical  detail."*      * 

Unfortunately  for  the  progress  of  accurate  knowledge  on 
the  important  subject  of  the  currency,  Mr.  M'Culloch  was 
premature  in  the   announcement  that  the  interest  excited 
by  the  main  question   at  issue  between  the  advocates  and 
opponents  of  the  resumption  of  metallic  payments,  has  now 
subsided.     Triumphant  as  was  Mr.  Ricardo's  refutation  of 
the  fallacy  that  the  Bank  of  England,  while   confining  its 
advances  to  loans  repayable  at  short  intervals,  has  not  the 
power  of  over-issue,  Mr.  Tooke  has  assayed  its  resuscitation. 
One  of  the  main   principles   upon  which   he  attempts  to 
establish  his  new  theory  of  currency  and  banking  is,  u  That 
it  is  not  in  the  power  of  Banks  of  Issue,  including  the 
Bank    of   England,    to    make    any   direct    addition  to  the 
amount   of  notes   circulating  in    their    respective   district, 
however  they  may  be  disposed  to   do   so."f     He  boldly 

¥  Literature  of  Political  Economy,  p.  174. 
t   Currency  Principle,  p.  12.'3. 
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affirms   that  the   issue   by  the  Bank  of  a  million,  or  five 
millions,   on  securities,  would  not  have  the  effect  of  in- 
creasing the  amount  of  the  circulation  ;  and  presents  the 
following  argument  in  support  of  the  startling  affirmation  : 
u  That  an  additional  issue  by  the  Bank  of  a  million  or 
of  five  millions  on  securities  would,  cceteris  paribus,  reduce 
the  market  rate  of  interest,  may  be  granted ;  but  it  is  not 
self-evident,  or  consistent  with  experience,  that  prices  of 
commodities  would  therefore  necessarily  rise.     The  per- 
sons who  obtained  such  an  increased  price  for  their  secu- 
rities   as    induced    them   to    sell,   would   doubtless,   upon 
receiving  the  money,   seek  some  other  investment  for  it. 
There  might  not  be,   nor  would  it  be  likely  that  there 
should  be,  anything  in  the  state  of  supply  and  demand  in 
the  market  of  commodities,  to  induce  persons  not  habitu- 
ally in  them,  or  so  disposed,  to   speculate  in  goods ;  while 
the  probability  is,  and  such  has  been  the  course  of  expe- 
rience,  that   as    by   the   supposition    the   market   rate   of 
interest  in  this  country  would,  by  such  an  operation  by  the 
Bank,  be  depressed  below  its  ordinary  rate  relatively  to 
other  countries,  there  would  be  every  inducement  to  indi- 
viduals who  had  their  capital  disengaged  to  seek  investment 
in  securities  abroad,  whether  public  or  private.     As  there 
would  not,  by  the  operation  of  the  Bank,  be  necessarily 
any   additional    inducement   to    export    commodities,   the 
capital   to    be   transmitted   abroad    for    such    investments 
would  be  remitted  in  bullion.     The  effect,  therefore,  of  the 
issue  of  the  million  or  five  millions  of  bank-notes  by  the 
Bank,  might  merely  be  their  return  upon  the  Bank  for 
bullion  to  be  exported.     This  was,  in  point  of  fact,  the 
process  in  1834,  when  the  Bank  increased  its  securities  by 
between  three  and  four  millions,  and  reduced  its  treasure 
by  the  same  amount ;  while  the  markets  for  commodities, 
although  the  rate   of  interest  was  low,  and  the  facility  of 


103 

credit  complete,  were  in  the  most  quiescent  state  possible, 
and  the  corn  markets  falling"— History  of  Prices,  vol.  iii 
pp.  373-4. 

This    argument    may    be    regarded    as    a    psychological 
curiosity.     It   re  affirms,    in   terms   the   most   distinct,  the 
identical    proposition    which  it  is   advanced    to   disprove. 
Mr.  Ricardo  had  shown  that  when  the  exchanges  are  at 
par,  any  additional  issue  of  convertible  paper  upon  secu- 
rities must  lower   the    value  of  the  whole   circulation   of 
coin    and    notes,    and  drive    out  the    bullion  ;    and    Mr. 
Loyd,  carrying  out  this  principle  to  its  practical   conse- 
quences, had   shown  that   under   an  unlimited    power   of 
issue  upon  securities,  there  can  be  no  guarantee  against 
a  total  exhaustion  of  the   bullion  and  a  suspension  of  me- 
tallic  payments.     Now  Mr.    Tooke    not  only  admits  the 
principle  that  the  bullion  may  be  driven  out  by  an  increase 
of  issues  upon  securities,  but  verifies  that  principle  by  a 
reference    to    a    case    in    which    an  increased  issue   upon 
securities  drove  out  the  bullion  to  a  dangerous  excess.    The 
curiosity  consists  in  the  hallucination,  that  admission  and 
verification    constitute    disproof.      Why    should    the    five 
millions  of  notes  issued  upon  securities  "  be  returned  upon 
the  banks  for  bullion  to  be  exported  ?"     Simply  because 
they  had   been  issued  in  excess.     The  fact  that  the  Bank 
may  issue  in  excess,   is   adduced   in  the  case  put   by  .Mr. 
Tooke,  as  a  proof  that  the  Bank  has  not  the  power  to  issue  in 
excess.     Neither  Mr.  Ricardo  nor  Mr.  Loyd  ever  contended 
that  the  power  of  issuing  convertible  paper  can  give  to  the 
currency  a  permanent  expansion  greater  than  that  which  it 
would  possess  were  it  purely  metallic.     What  they  contend 
for  is,  that  when  the  Bank,  meaning  of  course  the  Issue 
Department,  fails  to  keep  its  issues  upon  securities  at  a 
uniform  amount,   it   produces  a  temp, vary   excess    in    the 
circulation,   requiring   that    bullion  should   be   withdrawn 
from  its  coffers  for  exportation.    This  is  the  doctrine  which 
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they  hold ;  and  Mr.  Tooke,  in  the  passage  above  quoted, 
affirms  its  correctness  in  terms  the  most  distinct  and 
unequivocal. 

A  similar  process  of  self-refutation  pervades  the  whole  of 
Mr.  Tooke's  more  recent  publications.  In  his  pamphlet 
on  what  he  calls  the  ' '  Currency  Principle,"  he  contends 
that  an  issue  by  the  Bank  of  five  millions  of  sovereigns  upon 
landed  securities  at  a  time  when  the  exchanges  were  at 
par,  would  not  have  the  slighest  effect  in  increasing  the 
amount  of  the  circulation  or  depreciating  the  currency, 
because  the  excess  of  currency  thus  created  would  be 
removed  by  an  exportation  of  gold  for  investment  in 
foreign  securities. 

"  By  the  supposition,"  he  argues,  "  the  issue  of 
5,000,000/.  is  a  forced  operation  of  the  Bank.  In  effecting 
its  purpose  of  making  advances  to  that  extent  on  mortgage, 
it  would  have  to  displace  the  existing  capital  (because  the 
hypothesis  assumes  that  things  were  in  a  sound  and 
quiescent  state,  in  other  words  in  equilibrio,  there  being  no 
new  circumstances  to  induce  fresh  borrowers  on  that 
description  of  securities  at  the  existing  rate  of  interest), 
which  had  been  previously  advanced  and  was  absorbed  in 
mortgages.  This  could  not  be  effected  without  a  great 
reduction  in  the  rate  of  interest  on  that  description  of 
securities,  by  way  of  sufficient  inducement  to  fresh  bor- 
rowers, or  to  the  existing  mortgagees  [mortgagors],  to  pay 
off  their  loan,  and  borrow  from  the  Bank  at  the  reduced  rate. 

"  The  mortgagees  being  unexpectedly,  and  to  them 
inconveniently,  paid  off,  would  of  course  seek  other  invest- 
ments ;  but  these  they  could  not  readily  find,  unless  by 
offers  of  capital  at  a  still  lower  rate  of  interest.  This  would 
only  remove  the  difficulty  of  finding  employment  for  the 
capital  by  a  single  step,  or  rather  merely  shift  it ;  for  what- 
ever securities  were  purchased  by  the  capitalists,  whose  mort- 
gages had  been  paid  off  and  transferred  to  the  Bank,  would 
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set  afloat  just  so  much  capital  as  would  be  produced  by  the 
transfer  of  those  securities. 

"  The   result   would   not   be   materially  varied   if  the 
supposed  advances  made  by  the  Bank  on  mortgage  were  to 
parties  who  were  buying  land,  speculatively  or  otherwise. 
There    would,    of    course,    while    the     operation    was    in 
progress,  be  a  temporary  rise  in  the  number  of  years'  pur- 
chase of  landed  property.     In  this  case  the  sellers  of  the 
land  would  probably,  after  paying  off  incumbrances,  seek 
investment  for  the  remainder  of  the  amount  in  securities  at 
home  or  abroad,  and  would,  in  the  first  instance,  with  the 
mortgagees  who  were  paid  off,  deposit  the  sovereigns   so 
received  at  their  bankers.     In  either,  or  in  both  cases,  the 
deposits  in  the  Bank  of  England,  or  other  banks,  would  be 
increased.      The  deposits  so  accumulated  would,  by  the  opera- 
tion of  a   greatly   reduced  rate  of  interest,  gradually  find 
employment  as  capital,  at  home  or  abroad,  without  necessarily 
having  in  the  mean  time  produced  the  slightest  effect  in  in- 
creasing the  amount  of  the  circulation,  or  depreciating  the 

currency  T* 

It  will  be  immediately  perceived  that  the  conclusion  at 
which    Mr.    Tooke    thus    elaborately    arrives,    involves    a 
manifest  inconsistency,  not  to  say  a  positive  contradiction  of 
terms.     It  is  certain  that  the  5,000,000/.  advanced  by  the 
Bank   would   not   be    annihilated,    and   that   they   would 
gradually  find  employment  as  capital,  either  at  home  or 
abroad.     So  far  Mr.  Tooke's  reasoning  is  conclusive.     But 
if  the  5,000,000  sovereigns  find  employment  as  capital  at 
home,  they  must  "  permeate  the  channels  of  circulation," 
increase    the    amount  of    the    currency,    and,    as   by   the 
supposition  the  currency  had  previously  been  at  the  par-of- 
exchange  level,  must  reduce  its  value,  or  in  other  words, 
enhance  prices.     And  if  the  5,000,000/.  find  employment 
as  capital  abroad,  the  same  result  will  have  been  produced  ; 

■■'  Currency  Principle,  p.  HJ. 
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for  the  5,000,000  of  sovereigns  could  not  be  exported 
unless  their  issue  by  the  Bank  should  turn  the  foreign 
exchanges  against  us ;  and  the  foreign  exchanges  could  not 
be  rendered  adverse  unless  the  currency,  as  compared  with 
foreign  currencies,  had  been  issued  in  excess,  its  value 
reduced,  and  domestic  prices  enhanced. 

Throughout  the  whole  of  his  reasoning  in  support  of  his 
position,  that  banks  of  issue  have  not  the  power  of 
increasing  the  amount  of  a  convertible  currency,  Mr.  Tooke 
appears  unable  to  perceive  that  the  effect  of  convertibility 
is,  not  to  prevent  the  occurrence  of  excess  and  depreciation, 
but,  on  the  contrary,  to  limit  and  to  check  excess  and 
depreciation  after  they  have  occurred. 

The  fifth  chapter  of  Mr.  Fullarton's  volume  "  On  the 
Regulation  of  Currencies  "  is  entitled,  "  Proofs  of  the  Im- 
possibility of  Over  Issue."  His  proofs  consist  of  arguments 
and  of  facts.  I  will  endeavour  to  show  that  his  arguments 
are  inconclusive,  and  that  his  facts  are  at  variance  with  his 
conclusions. 

Mr.  Fullarton's  main  argument  in  proof  of  the  im- 
possibility of  over  issue  is,  that  when  bank-notes  are 
advanced  to  the  public  upon  loan  for  short  periods,  the 
reflux  which  takes  place  as  the  loans  are  repaid  withdraws 
the  notes  from  circulation,  and  thus  renders  excess 
impossible.  "  Bank-notes,"  we  are  told,  "  are  never  issued 
but  on  loans,  and  an  equal  amount  of  notes  must  be 
returned  into  the  Bank  whenever  the  loan  becomes  due. 
Bank-notes,  therefore,  never  can  clog  the  market  by  their 
redundance.  The  banker  has  only  to  take  care  that  they 
are  lent  upon  sufficient  security,  and  the  reflux  and  the 
issue  will  in  the  long  run  always  balance  each  other. 
Perfect  convertibility  is  no  doubt  one  essential  condition  of 
every  sound  and  efficient  system  of  currency.  It  is  the 
only  effectual  protection  against  internal  discredit,  and  the 
best   preventive    against    any    violent    aberrations    of  the 
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exchange  with  other  countries.  But  it  is  not  so  much  by 
convertibility  into  gold,  as  by  the  regularity  of  the  reflux, 
that  in  the  ordinary  course  of  things  any  redundancy  in  the 
bank-note  issues  is  rendered  impossible." — Pp.  64-7. 

Mr.  Fullarton  reiterates  this  argument  through  several 
pages,  innocently  unconscious  of  the  fact  that,  in  order  to 
give  it  any  weight  or  validity,  it  is  necessary  that  the  loans 
shoukLbe  r^p^l   ""   *"p  instant,  they  are_granted.     Allow 
any  interval  to  elapse  between  the  loan  and  the  repayment, 
and  no  regularity  of  reflux  can  prevent  redundancy  from 
being  increased  to  any  conceivable  extent.     Let  us  assume 
that  a  bank  of  issue  commences  business  by  discounting,  to 
the  extent  of  1000/.  a-day,  first  class  bills  having  60  days 
to  run.     In  this  case   the  issues  will   have    increased   to 
60,000/.  before  the  reflux  sets  in.     After  the  reflux  should 
have  set  in,  the  note  circulation  could  not  exceed  60,000/., 
provided  the  Bank  continued  to  limit  its  advances  to  1000/. 
per   day  on  bills  not  having  more  than  60  days  to  run. 
But  the  Bank  might  increase    its    accommodation  to  the 
public,  and  discount  bills  having  60  days  to  run  to  the 
extent  of  10,000/.     In  this  case  the  note  circulation  would 
have    increased    to   600,000/.,   before    the    reflux    at   the 
increased  rate  of  10,000/.  per  day  could  prevent  a  further) 
expansion. 

Let  us  consider  for  a  moment  to  what  extent  the  vaunted 
principle  of  reflux  could  have  controlled  the  issues  of  the 
Bank  of  England  prior  to  the  Act  of  1844.  In  January, 
1830,  the  circulation  of  the  Bank  was  19,000,000/. 

Had  the  whole  of  this  circulation  been  advanced  upon 
bills  having  60  days  to  run,  the  daily  issues  and  the  daily 
reflux  would  each  have  been  upon  the  average  316,600/.  : 
and  so  Ions  as  the  Bank  should  not  have  increased  its  issues 
bevond  that  amount,  the   circulation    could  not  have   ex- 

* 

ceeded  19,000,0001.     But  had  the  Bank  then  increased  its 
accommodation  by  discounting  bills  at  GO  days  to  the  extent 
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of  633,200/.,  the  circulation  would  have  been  swelled  to 
38,000,000/.  before  the  reflux  could  have  again  balanced 
the  issues,  and  have  thus  prevented  a  further  expansion. 
Again,  the  Bank,  without  increasing  its  daily  average  issues 
beyond  633,200/.,  might  have  increased  its  accommodation 
to  the  public  by  making  its  advances  upon  bills  having  90 
instead  of  60  days  to  run ;  in  this  case  the  circulation  would 
have  gradually  swelled  to  the  enormous  amount  of 
76,000,000/.  before  any  check  to  its  further  expansion  could 
have  been  supplied  by  the  repayment  of  the  loans  upon  the 
90  days'  biUs. 

Sir  William  Clay,  in  an  able  pamphlet  on  the  Bank 
Charter  Act,  declares  himself  wholly  unable  to  compre- 
hend the  force  of  Mr.  Tooke's  argument  on  the  impossi- 
bility of  over-issue  ;  and  Mr.  Fullarton,  triumphing  in  the 
superiority  of  his  own  logical  powers,  expresses  his  surprise 
at  Sir  William's  obtuseness  in  not  perceiving  the  single 
and  only  point  on  which  Mr.  Tooke's  argument  turns, 
namely,  that  bank-notes  are  only  lent,  and  are  returnable  to 
the  issuers.  Had  Sir  William  Clay  seen  anything  in  this 
single  and  only  point  which  could  prove  the  impossibility 
of  over-issue,  Mr.  Fullarton's  compassionate  surprise  would 
not  have  been  misplaced;  and  Mr.  Fullarton,  perhaps, 
might  have  been  employed  not  less  usefully  to  himself  had 
he,  instead  of  lamenting  over  the  defective  logic  of  his 
neighbour,  looked  at  home,  and  recollected  the  lines  of 
Burns  — 

"  O  wad  some  power  the  giftie  gie  us 
To  see  oursels  as  others  see  us, 
From  many  an  idle  vaunt  'twad  free  us, 
And  foolish  notion." 

Having  disposed  of  Mr.  Fullarton's  theoretical,  I  proceed 
to  consider  his  experimental  proofs,  that  the  Bank  does  not 
possess  the  power  of  over-issue.  In  entering  upon  the 
examination  of  these  proofs,  it  will  be  necessary  to  bear  in 
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mind  the  precise  import  of  the  term  "power  of  over-issue,  ' 
as  employed  by  Mr.  Ricardo,  Mr.  Loyd,  and  Mr."  Norman. 
It  is  universally  admitted  that  when  the  currency  consists 
of  coin,  and  of  bank-notes  immediately  convertible  into  coin, 
banks  of  issue  have  not  the  power  of  causing  a  permanent 
expansion  of  the  circulation  above  the  amount  required  to 
keep  the  currency  at  par  with  foreign  currencies.  The  term 
"power  of  over-issue  "  in  the  sense  in  which  it  is  employed 
by  Mr.  Ricardo  and  Mr.  Loyd,  implies  that  banks  of  issue 
may  cause  a  temporary  expansion  beyond  the  metallic 
equilibrium  until  the  level  is  restored  by  the  expulsion  of 
bullion.  The  real,  the  only  question  for  decision  is,  do 
banks  of  issue,  while  confining  their  advances  to  loans  for 
short  intervals,  possess  the  power  of  so  increasing  the  cir- 
culation as  to  drive  out  the  bullion  ?  Now  it  will  be  seen, 
on  a  careful  examination  of  Mr.  Fullarton's  practical  proofs 
of  the  non-existence  of  this  power,  that  each  and  every 
fact  which  he  brings  forward  goes  to  establish,  not  merely 
the  existence,  but  the  actual  exercise  of  that  power. 

For  the  sake  of  distinctness  and  brevity,  I  will  take 
Mr.  Fullarton's  statements  in  numerical  order,  commenting 
upon  each : — 

1st.  Mr.  Hudson  Gurney,  in  his  evidence  before  the 
Commons'  Committee  of  1819,  observes,  "  If  a  banker  im- 
providently  issued  upon  loan,  or  in  any  other  way,  notes 
which  are  not  wanted  for  the  transactions  of  immediate 
transfer  in  his  neighbourhood,  they  come  directly  to  him, 
or  to  his  banker  in  London,  to  be  paid ;"  and  he  then  pro- 
ceeds to  express  his  doubt  "  whether,  in  the  event  of  his 
bank  at  Norwich  issuing  100,000  of  their  own  notes  to 
any  one  desirous  to  borrow  them,  the  bank  would  have  in 
the  following  week  an  additional  note  in  circulation. " 

Mr.  Gurney  does  not  here  affirm  that  the  bankers  at 
Norwich  had  not  the  power  of  increased  issue,  neither  docs 
he  assert  that  had  they  exercised  that  power  the  increased 
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issue  would  not  have  exceeded  the  amount  required  for  the 
transactions  of  the  immediate  neighbourhood.  He  affirms 
the  directly  contrary  propositions.  His  answer  implies, 
that  a  banker  in  Norwich  has  the  power  of  increasing  the 
circulation  by  "  issuing  100,000  of  his  own  notes  to  any  one 
desirous  of  borrowing  them  ;"  and  he  distinctly  states  that 
this  increased  issue  would  have  been  an  issue  in  excess, 
— that  it  would  have  caused  the  local  circulation  to  exceed 
the  amount  required  for  local  transactions,  and  that  the 
additional  notes  would  have  been  either  returned  on  the 
bank  or  sent  to  London  to  be  paid.  Now,  if  the  person 
who  had  received  these  notes  in  payment  from  the  original 
borrower  had  returned  them  upon  the  bank,  they  would 
have  been  held  as  additional  deposits,  against  which  drafts 
at  sight  might  be  drawn,  and  would  have  thus  increased 
the  amount  of  the  local  medium  of  exchange  ;  and  when 
the  additional  deposits  should  be  withdrawn  for  bills  pay- 
able in  London,  the  banker  would  be  obliged  to  replenish 
his  London  reserve  by  disposing  of  metropolitan  securities 
equal  in  amount  to  the  provincial  securities  upon  which 
his  increased  advances  had  been  made.  The  local  cur- 
rencv  would  be  reduced  to  its  former  amount, — the  Nor- 
wich  Bank  "  would  not  have  an  additional  note  in  circula- 
tion ;"  and  the  final  result  of  the  process  described  by  Mr. 
Gurney  would  be,  that  the  Norwich  Bank  would  have 
increased  its  local  securities  by  the  amount  of  the  additional 
issue,  and  diminished  by  a  like  amount  either  the  reserve  in 
Bank  of  England  notes  and  coins,  or  the  metropolitan  securi- 
ties commanding  them,  which  it  had  deemed  it  necessary  to 
maintain.  In  all  its  essential  elements,  the  case  put  by  Mr. 
Gurney  in  relation  to  the  local  circulation  of  Norwich  may 
be  regarded  as  a  counterpart, — a  transcript, — of  the  case  put 
by  the  advocates  of  the  Act  of  1844  in  relation  to  the  general 
circulation  of  the  country.  The  analogy  is  perfect.  The 
advocates  of  the  Act  contend,  that  before  it  came  into  ope- 
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ration  the  Bank   of  England  had  the   power,  when    the 
foreign  exchanges  were  at  par,  to  issue  an  increased  amount 
of  notes  to  those  who  chose  to  borrow  them  ;  that  the  addi- 
tional notes  could  not  be  retained  in  circulation  while  the 
currency  was  equivalent  to  foreign  currencies  ;  that  they 
would,   consequently,  be   returned  upon   the  Bank  in  ex- 
change  for  sold  for  exportation  ;  and  that  the  final  result 
of  the  increased  issue  would  be,  not  an  increase  of  the  cir- 
culation, but  an  increase  in  the  securities  held  by  the  Bank, 
and  a  corresponding  diminution   in  the  reserve  of  bullion. 
On  the  principles  explained  by  Mr.  Gurney,  the  provincial 
banks  had  the  power  which,  previous  to  the  Act  of  1844, 
they  too  frequently  exercised,  of  issuing  additional  notes  to 
those  who  chose  to  borrow   them,  until  the  diminution  of 
their  reserve  in  the  money  of  the  metropolis  compelled 
them  to  stop  payment ;  and  on  the  self-same  principle  the 
Bank  of  England   possessed  the  power  which  it  too  fre- 
quently exercised  of  increasing  its  issues  and  diminishing 
its  command  of  the  money  of  the  world,  until  its  approach 
to  the  verge  of  insolvency  compelled  a  terrific  recoil,  tearing 
down  commercial  credit. 

Mr.  Fullarton's  second  practical  disproof  of  the  principle, 
that  the  banks  of  issue  have  the  power  of  so  increasing  the 
circulation  as  to  drive  out  the  bullion,  is  contained  in  the 
following  passage : — "  A  more  remarkable  and  decided 
test,  however,  of  the  utter  powerlessness  of  banks  to  in- 
crease the  issue  of  their  notes  ad  libitum  has  been  supplied 
by  the  history  of  our  currency,  from  the  period  of  the  first 
introduction  of  joint-stock  banks  in  1833  to  the  present 
time.  These  gigantic  establishments  were  scarcely  set  on 
foot  when  they  entered  on  a  career  of  the  most  uncom- 
promising competition  with  the  private  banks,  and  recently 
established  branches  of  the  Bank  of  England,  and  prose- 
cuted that  competition  by  the  most  unscrupulous  means. 
So  systematic,  determined,  and  powerful  a  series  of  efforts 
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to  enlarge  more  particularly  the  circulation  of  bank-notes 
had  probably  never  been  attempted  since  the  invention  of 
banking.     And  what  has  been  the  result?  with  all  their 
zeal   and   empressement  to  attract  and  create  employment 
for  their  paper,  what,  with  their  hundred  and  seven  great 
companies,  with  their  fifteen  millions  of  paid-up  capital — 
their  subscribed  capitals  of  ten  times  that  amount — and  all 
that   prodigious    command  which,  through  their  interest 
accounts  and  their  re-discounts  in  the  London  market,  they 
obtained  over  the  capital  of  others,  with  their  four  hundred 
and  seventy-one  branches  and   agencies  penetrating  into 
every  corner  of  the  kingdom,  and  canying  their  paper  cir- 
culation into  quarters  where  the  name  of  a  bank-note  had 
never  before  been  heard  of, — what,  with  all  this,  did  they 
accomplish  ?     By  the  facilities  which  they  afforded  to  wild 
speculators,  men  without  capital  of  their  own,  they  contri- 
buted largely,  it  is  true,  to  the  calamitous  reverses  which 
soon  followed.     They  succeeded  also  to  a  considerable  ex- 
tent in  driving  weaker  or  less  venturous  rivals  from  the 
tield,  and  in  usurping  a  more  than  fair  share  of  such  addi- 
tional issue  of  bank-notes  as  the  stir  of  industry,  and  the 
extension  of  production  between  1833  and  1839  had  called 
into  existence.     But,  far  from  contributing  to  the  eventual 
enlargement  of  the  aggregate  mass  of  the  bank-note  circu- 
lation, the    effect  of  this  competition  from  the  first  was 
obviously  to  keep  it  down.      What  at  any  time  they  added 
to  their  own  circulation  ivas  obtained  for  the  most  part  at  the 
expense  of  others.     They  succeeded,  in  concurrence  with 
the  new  branches  of  the  Bank  of  England,  in  supplanting 
altogether  the  bill  currency  in  Lancashire  and  other  manufac- 
turing counties  ;  the  issues  of  the  country  banks,  with  every 
other  circumstance  favourable  to  their  augmentation,  exhi- 
bited in  every  year  but  1838  a  progressive  decline,  and 
notwithstanding  the  considerable  share  of  the  country  circula- 
tion which  the  Bank  of  England  had  recently  appropriated  to 
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itself  through  its  branches,  the  total  issues  of  that  establish- 
ment diminished  almost  pari  passu  with   the  growth  of  the 
joint-stock  circulation,  and  to  such  an  extent  that,  between 
October,  1833,  and  December,  1835,  the  very  period  when 
the  spirit  of  commercial  enterprise  reached  its  height,  the 
reduction  amounted  to  three  millions  and  upwards  " — u  The 
tendency  on  the  part  of  our  bank-note  circulation  to  a  pro- 
gressive diminution   of  quantity  which  these  facts   appear 
so  conclusively  to  establish,  admits  of  a  very  easy  explana- 
tion.    It  is  clearly  traceable  to  the  substitution  of  another 
medium  of  credit  in  a  large  proportion  of  the  transactions 
tvhich,  previous  to  1833,  used  to  be  performed  by  means  of 
bank-notes.     The  truth  is,  that  the  joint-stock  banks  have 
been  far  more  successful  in  their  efforts  to  promote  and 
extend  the  use  of  banking  accounts  among  all  ranks'through- 
out  the  kingdom  than  in  their  attempts  to  engross  or  en- 
large the  circulation.     This  they  have  partly  accomplished 
by  the  facilities  for  that  purpose  which  their   numerous 
offices,  dispersed  over  the  country,  afford  to  every  man, 
but  chiefly  from  the  practice  which  they  have  borrowed 
from  the  Scotch  bankers,  of  allowing  interest  to  their  de- 
positors, and  which,  by  the  force   of  their  example  and 
competition,  has   become  also,   I  believe,  a  very  general 
practice  among  private  bankers  everywhere  but  in  Lon- 
don.    The  inducement  which  such  a  svstem  holds  out  to 
individuals  to  become  depositors  in  banks,  and  to  those 
who  are  already  depositors  to  increase  their  deposits,  are 
sufficiently  obvious ;  and  it  is  equally  apparent,  that  such 
circumstances  must  have  a  decided  influence  in  reducing 
the  circulation  of  bank-notes.     The  tradesman,  instead  of 
keeping  by  him  an  unproductive  hoard  of  such  notes  for 
his   daily  disbursements,  will    prefer   paying   them  into  a 
bank  which  allows  him  interest  for  the  amount,  without 
any  prejudice  to  his  perfect  command  over  the  principal. 
He  will  make  his  payments  thenceforth  by  cheques,  and 
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those  cheques  will,  in  the  vast  majority  of  cases,  be  adjusted 
by  transfer  or  exchange,  without  any  resort  to  money."  * 

The  historical  facts  which  are  detailed  in  the  preceding 
passage,  and  which  Mr.  Fullarton  regards  as  constituting 
the  most  remarkable  and  decisive  proof  that  banks  do  not 
possess  the  power  of  over-issue,  are  so  many  practical  de- 
monstrations of  the  existence  and  of  the  exercise  of  that 
power.  The  joint-stock  banks,  with  their  three  hundred 
and  seven  gigantic  establishments,  their  fifteen  millions  of 
paid-up  capital,  and  their  subscribed  capital  of  ten  times 
that  amount,  entered  on  the  most  uncompromising  competi- 
tion with  the  private  banks  and  the  recently  established 
branches  of  the  Bank  of  England.  And  what  were  the 
results?  "  They  succeeded  in  driving  weaker  and  less 
venturous  rivals  from  the  field." — "  What  at  any  time 
they  added  to  their  own  circulation  they  obtained  for  the 
most  part  at  the  expense  of  others." — "  They  succeeded, 
in  concurrence  with  the  new  branches  of  the  Bank  of  Eng- 
land, in  supplanting  nearly  altogether  the  bill  currency  in 
Lancashire  and  other  manufacturing  counties."  Now  it  is 
self  evident  that  these  results  could  not  have  been  pro- 
duced had  the  joint-stock  banks  not  possessed  a  power  of 
over-issue  sufficient  to  render  the  local  currencies  of  their 
respective  districts  redundant.  Before  the  joint-stock 
banks  commenced  their  operations,  the  local  currencies 
were  at  par  with  the  metropolitan  currency  ;  and  unless 
these  banks  had  possessed  the  power  of  over-issue,  and  of 
rendering  the  local  currencies  redundant  in  relation  to 
the  metropolitan  currency,  they  could  not  have  succeeded 
in  forcing  out  a  single  additional  note.  Every  note  which 
they  added  to  the  already  sufficient  circulation  was  an 
actual  exercise  of  the  power  of  over-issue.  What  is  over- 
issue ?  Is  it  not  the  creation  of  a  superfluity  ?  And  is  not 
superfluity  created  when  additions  are  made  to  that  which 

*  Regulation  of  Currencies,  pp.  S9,  90. 
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was  already  sufficient  ?  But  it  is  affirmed,  that  convertible 
paper  cannot  be  issued  in  excess,  because  the  superfluitv 
speedily  subsides.  The  affirmation  is  a  contradiction  in 
terms.  It  is  tantamount  to  affirming  that  the  overflowing 
of  the  waters  is  a  proof  that  the  waters  cannot  be  made  to 
overflow.  If  the  new  issues  of  the  joint-stock  banks  had 
not  rendered  the  local  currencies  redundant  in  relation  to 
the  currency  of  the  metropolis,  these  issues  could  not  have 
driven  out  the  notes  of  "  weaker  and  less  venturous 
rivals,"  or  have  "  superseded  the  bill  currency  in  the 
manufacturing  districts." 

Again,  Mr.  Fullarton's  historical  details  present  a  prac- 
tical verification  of  the  principle  explained  in  the  preceding 
chapter,  that  every  increase  in  those  banking  facilities  which 
economise  the  use  of  money  drives  out  a  portion  of  the  cur- 
rency, whether  consisting  of  coin  or  of  convertible  paper, 
previously  retained  in  the  channels  of  circulation.  The 
joint-stock  banks,  instead  of  extending,  contracted  the  local 
currencies  :  "  Far  from  contributing  to  the  eventual  enlarge- 
ment  of  the  aggregate  mass  of  the  bank-note  circulation,  the 
effect  of  the  competition  from  the  first  was  obviously  to  keep 
it  down."  This  effect  "  is  clearly  traceable  to  the  substi- 
tution of  another  medium  of  credit  in  a  large  portion  of 
transactions  which,  previous  to  1833,  used  to  be  performed 
by  bank-notes." — "  It  is  apparent  that  such  circumstances 
must  have  a  decided  influence  in  reducing  the  circulation 
of  bank-notes.  The  tradesman,  instead  of  keeping  by  him 
an  unproductive  hoard  of  such  notes  for  his  daily  disburse- 
ments, will  prefer  paying  them  into  a  bank  which  allows 
him  interest  for  the  amount,  without  any  prejudice  to  his 
perfect  command  over  the  principal." — "  He  will  make  his 
payments  thenceforth  by  cheques,  and  those  cheques  will^ 
in  the  vast  majority  of  cases,  be  adjusted  by  transfer  or 
exchange,  without  any  resort  to  money."  These  facts  are 
clearly  and  correctly  stated ;  but  do  they  prove  the  impos- 

i2 


116 

sibility  of  over-issue?  Quite  the  contrary.  They  are 
verifications  of  the  principle,  that  the  circulation  may  be 
rendered  redundant  by  an  increase  of  banking  facilities,  no 
less  than  by  an  increase  in  the  quantity  of  coin  and  con- 
vertible notes.  In  either  case,  the  redundancy  must  be  re- 
duced by  a  contraction  of  the  circulation.  On  the  increase  of 
auxiliary  money  throughout  the  provinces,  by  the  extension 
of  the  banking  system,  the  process  of  contraction  was  this  : 
when  the  parties  who  had  previously  kept  in  their  own 
drawers  reserves  of  coin  or  notes  for  their  daily  disburse- 
ments, deposited  their  cash  with  the  new  banks,  and  made 
their  payments  by  cheque,  the  banks,  instead  of  keeping 
their  deposits  unproductive  in  their  coffers,  advanced  the 
greater  part  of  them  in  discounts  and  credits ;  and,  as  the 
local  medium  of  exchange  had  been  previously  sufficient, 
these  advances  rendered  it  redundant,  just  in  the  same  way 
in  which  it  would  have  been  rendered  redundant  had  the 
banks  issued  additional  notes  equal  in  amount  to  the  ad- 
vances made  from  their  deposits.  But  the  medium  of  ex- 
change in  the  provinces  could  not  be  relatively  redundant 
without  turning  the  balance  of  payments  against  the  pro- 
vinces ;  and  the  provincial  notes  were  consequently  returned 
upon  the  issuers,  in  exchange  for  coin  or  Bank  of  England 
notes,  for  the  purpose  of  effecting  remittances  to  London, 
until  a  reduction  of  the  amount  of  the  provincial  notes  had 
been  effected  corresponding  to  the  increased  efficacy  given  to 
the  circulation  through  the  extension  of  the  banking  system. 
The  process  of  equalization  between  the  provinces  and 
London  was  precisely  analogous  to  the  process  of  equalization 
which  takes  place  between  England  and  the  world,  when 
from  any  cause  the  currency  of  England  becomes  redun- 
dant in  relation  to  foreign  currencies. 

The  banking  system  established  in  Scotland  is  referred 
to  by  Mr.  Fullarton  as  a  standing  proof  of  the  impossibility 
of  over-issue.    He  says, — "  The  Scotch  banks  are  in  them- 
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selves  a  standing  refutation  of  the  notion  that  bank-notes 
can  be  over-issued  at  the  pleasure  of  the  issuers.     Almost 
every  person  in  Scotland  above  the  lowest  grade  in  society- 
employs  a  banker ;  and  the  deposits  bearing  interest  in  the 
hands  of  the  bankers  were  estimated  by  Mr.  Blair,  in  1841, 
at  the  astonishing  sum  of  between  twenty-six  and  twenty- 
seven  millions,  or  about  ten  times  the  amount  of  the  cir- 
culation.    Scotland  uses  no  gold.     All  her  exchanges  of 
purchase  and  sale,  to  the  value  of  one  pound  or  upwards, 
are  performed  by  book-transfer,  or  bank-notes  ;  two-thirds 
of  the  bank-note  issue  being  taken  up  in  performing  the 
offices  of  gold.     But  what  has  been  the  effect  of  this  keen 
competition  of  bankers,  and  multiplication  of  banking  trans- 
actions  on   the  amount  of    the   circulation    of  Scotland  ? 
Why,  the  result  has  been  that  the  gross  bank-note  currency 
of  Scotland,  as  compared  with  the  population,  gives  a  ratio 
of  only  1Z.  sterling  per  man,  instead  of  2/.,  which  is  the 
proportion  in  England ;  and  that  if  you  deduct  the  Scotch 
one-pound    notes,    which    correspond    with    the    English 
metallic  currency,  the  ratio  will  be  nearly  one  to  six."* 

The  facts  stated  in  this  passage  show  that  the  Scotch 
banks  are  in  themselves  a  standing  refutation,  not  of  the 
notion  that  bank-notes  can  be  over-issued  at  the  pleasure 
of  the  issuers,  but  of  the  notion  that  bank-notes  cannot  be 
over-issued.  Why  is  there  no  gold  in  Scotland  ?  Simply 
because  the  one-pound  notes  which  the  banks  had  the  power 
of  issuing,  when  added  to  the  coin  previously  in  circu- 
lation, caused  the  aggregate  amount  of  the  circulation  to 
bear  a  higher  proportion  to  the  transactions  to  be  adjusted 
in  Scotland  than  in  other  countries ;  and,  consequently, 
extruded  that  portion  of  the  circulation  which  had  consisted 
of  coin,  and  which  the  issue  of  one-pound  notes  had  ren- 
dered redundant.     And  how  did  it  come  to  pass  that  the 

*   Pp.  93,  94. 
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note  circulation  in  Scotland  bears  a  less  proportion  to 
wealth  and  population  in  Scotland  than  in  England  ?  For 
no  conceivable  reason,  save  that  in  Scotland  the  greater 
extension  of  banking  facilities,  and  of  the  contrivances  for 
economising  the  use  of  money,  made  the  previous  amount 
of  bank-notes  more  than  sufficient  to  adjust  the  actual 
amount  of  transactions,  and  caused  a  portion  of  the  note 
circulation,  the  issue  of  which  had  been  thus  rendered  ex- 
cessive, to  be  withdrawn.  The  expulsion  of  the  coin  and 
the  contraction  of  the  note  circulation  took  place  because 
the  banks  possessed  the  power  of  causing  the  aggregate 
amount  of  the  medium  of  exchange  to  bear  a  greater  pro- 
portion to  the  transactions  to  be  adjusted  in  Scotland  than 
in  other  countries.  The  expulsion  and  contraction  were 
practical  demonstrations  that  the  currency  had  been  ren- 
dered redundant  through  the  operation  of  the  banks.  The 
process  which  restored  the  equilibrium  which  the  operation 
of  the  banks  had  disturbed,  Mr.  Fullarton  brings  forward 
as  a  proof  that  the  banks  did  not  possess  the  power  of  dis- 
turbing the  equilibrium. 

One  other  example  of  Mr.  Fullarton's  logic  must  be 
produced.  He  says — "  I  deny  that  we  have  any  evidence 
of  such  a  redundance  of  bank-notes  having  ever  existed  in 
coincidence  with  a  really  convertible  state  of  the  currency 
as  to  raise  prices  or  to  cause  an  efflux  of  the  precious 
metals,  or  that  such  a  redundance,  under  such  circum- 
stances, is  possible."  And  he  subsequently  refutes  himself, 
after  the  following  fashion : — "  It  has  been  alleged  that 
whatever  may  be  the  obstacles  to  an  excess  of  issue  on  the 
part  of  country  bankers,  or  even  the  Bank  of  England,  so 
long  as  its  notes  are  advanced  on  bills  of  exchange,  or  other 
securities  of  short  dates,  the  Bank  of  England  has  the 
power  of  giving  permanency  to  its  issues,  by  sending  its 
notes  into  the  market  for  the  purchase  of  exchequer  bills, 
stock,  or  other  securities,  redeemable  only  at  distant  dates ; 
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and  that  in  such  cases  there  is  no  channel  open  through 
which  the  notes  can  find  their  way  back  to  the  Bank,  and 
that  they  must  continue,  therefore,  to  surcharge  the  gene- 
ral circulation  till  it  is  so  depreciated  as  to  force  a  remedy 
through  the  exchanges.  There  might  certainly  be  some 
force  in  these  allegations,  if  it  were  indispensable,  to  secure 
the  reflux  of  any  excess  of  notes  which  the  Bank  might 
think  fit  to  issue,  that  the  particular  securities  on  which 
these  notes  were  advanced  should  also  afford  the  channel 
for  their  return  ;  though,  even  in  this  case,  the  reduction 
in  the  market  rate  of  interest  which  would  necessarily 
follow  such  an  operation  on  the  part  of  the  Bank  of 
England  could  not  fail  to  cause  such  an  exportation  of  bullion 
as  would  infallibly  relieve  the  market." 

In  the  above  passages  Mr.  Fullarton  tells  us,  in  express 
terms,  that  it  is  impossible  there  should  be  such  an  ex- 
cessive issue  of  bank-notes  as  to  cause  a  redundancy  of  the 
circulation  and  an  efflux  of  the  precious  metals  ;  because, 
if  the  Bank  of  England  thought  proper  to  issue  its  notes  in 
excess,  the  operation  could  not  fail  to  cause  such  an  export- 
ation of  bullion  as  would  infallibly  relieve  the  market. 
There  could  not  be  such  a  redundancy  of  paper  as  would 
give  occasion  for  an  exportation  of  bullion,  because  the 
issue  of  notes  by  the  Bank  of  England  would  infallibly,  in 
the  last  extremity,  cause  such  an  exportation  of  bullion  as 
would  relieve  the  market  from  that  redundancy  of  paper 
which  might  occasion  an  exportation  of  bullion  ;  that  is,  to 
reduce  this  logic  to  its  simplest  form — an  exportation  of 
bullion  would  be  the  infallible  means  of  preventing  an  ex- 
portation of  bullion  ! !  !— The  bursting  of  a  steam-engine  is 
an  infallible  prevention  of  the  danger  of  the  bursting  of  a 
steam-engine. 

Mr.  James  Wilson,  the  most  able  of  the  opponents  of 
the  Act  of  1844,  has  fallen  into  some  extraordinary  miscon- 
ceptions on  the    subject  of  depreciation  from  over- issue. 
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In  his  speech  upon  the  motion  of  the  Chancellor  of  the 
Exchequer  for  the  appointment  of  the  Committee  on  the 
causes  of  the  commercial  crisis,  he  is  reported  to  have  said, 
that "  he  had  yet  to  learn,  he  had  yet  to  see  any  evidence 
whatever  that,  either  in  this  country  or  in  any  other,  where 
the  notes  were  perfectly  convertible  at  all  times  at  the 
pleasure  of  the  owners,  they  were  ever  depreciated.  He 
had  yet  to  learn  how  they  could  be  depreciated.  "Until  he 
saw  some  reason  why  a  man  holding  a  5/.  Bank  of  England 
note,  and  finding  it  not  equal  to  five  sovereigns,  could  not 
have  it  exchanged  for  five  sovereigns ; — until  he  saw  that, 
he  could  not  believe  that  a  convertible  note  could  be  depre- 
ciated. He  was  glad  to  be  supported  in  this  view  by  Mr. 
Horner,  Mr.  Huskisson,  Lord  Liverpool,  Mr.  Ricardo,  and 
all  the  eminent  writers  who  had  written  prior  to  1844  ;  and 
therefore  if  he  showed  that  a  bank-note,  being  convertible, 
could  not  be  depreciated,  he  had  done  sufficient  to  prove 
that  bank-notes  could  not  be  issued  in  excess ;  and  if  they 
could  not  be  issued  in  excess,  they  could  not  be  depre- 
ciated. " 

Mr.  Wilson  labours  under  a  grave  mistake  when  he 
imagines  that  his  views  on  the  subject  of  over-issue  and 
depreciation  are  supported  by  the  authority  of  the  eminent 
writers  on  the  science  of  money  prior  to  1844.  If  he  will 
refer  to  the  works  of  Mr.  Ricardo  and  Mr.  M'Culloch,  he 
will  find  that  these  distinguished  economists  not  only  main- 
tained, but  demonstrated,  that  a  convertible  currency  can 
be  depreciated  by  over-issue.  Mr.  Ricardo  says,  "  If  an 
addition  be  made  to  a  currency  consisting  partly  of  gold 
and  partly  of  paper,  by  an  increase  of  paper  currency,  the 
value  of  the  whole  currency  would  be  diminished  ;  or,  in 
other  words,  the  prices  of  commodities  would  rise,  estimated 
either  in  gold  coin  or  in  paper  currency.  The  same  com- 
modity would  purchase,  after  the  increase  of  paper,  a  greater 
number  of  ounces  of  gold  coin,  because  it  would  exchange 
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for  a  greater  quantity  of  paper."*     But  it  is  evident  from 
the  passage  just  quoted  from  his  speech,  that  Mr.  Wilson 
has  not  attained  a  distinct  perception  of  the  sense  in  which 
the  terms  "  depreciation   of  the   currency"   is  applied  by 
Mr.    llicardo   and   his   followers.      The    doctrine    of  Mr. 
llicardo  is,  not  that  the  value  of  a  convertible  bank-note 
can  be  lowered  in  relation  to  the  coin  for  which  it  can  be 
immediately  exchanged,  but  that  the  value,  both  of  coin 
and  note,  may  be  lowered  in  relation  to  foreign  currencies. 
The     same    doctrine    is    distinctly   laid    down    by    Mr. 
M'Culloch  in  the  following    passages  from  his  important 
Note    upon    Money,    in    his    edition   of    the    Wealth    of 

Nations. 

"  When  a  currency  consists  partly  of  the  precious  metals, 
and  partly  of  paper  immediately  convertible  into  them,  any 
over-issue  of  the  latter  depresses  not  merely  the  value  of 
the  paper  money,  but  of  the  coins  which  circulate  along 
with  it.  These  coins  are,  therefore,  immediately  converted 
into  bullion,  or  exported.  Bullion,  however,  cannot  be 
accumulated  in  any  one  country  without  losing  its  relative 
value ;  and  hence  the  ultimate  effect  of  an  over-issue  of 
paper,  in  a  country  whose  currency  consists  partly  of  coin, 
is  an  exportation  either  of  coin  or  of  bullion  formed  out  of 

the  coin." 

"  When  the  currency  of  any  particular  country,  as  of 
England,  consists  partly  of  the  precious  metals,  and  partly 
of  paper  convertible  into  them,  the  effects  produced  by  an 
over-issue  of  paper  are  the  same  as  those  resulting  from  an 
over-issue  of  gold  or  silver.  The  excess  of  paper  is  not 
indicated  by  a  depreciation  or  fall  in  the  value  of  paper 
as  compared  with  gold  ;  but  by  a  depreciation  in  the  value  of 
the  whole  currency,  gold  as  well  as  paper,  as  compared  with 
that  of  oth>  r  states:9     "  The  effect  of  inordinate  issues  of 


*  Reply  to  Bottnqoet,  M'Cullocirs  Edition,  p.  887 
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notes,  immediately  convertible  into  gold,  is  not,  therefore, 
to  cause  any  discrepancy  between  the  value  of  paper  and 
the  value  of  gold  in  the  home  market,  but  to  increase  the 
amount  of  the  currency,  and  by  rendering  it  redundant  or 
depreciated  as  compared  with  that  of  other  countries,  to 
depress  the  exchange ;  and  thus,  inasmuch  as  notes  do  not 
circulate  abroad,  to  cause  a  drain  upon  the  Bank,  and  the 
exportation  of  coin."* 

According  to  the  nomenclature  adopted  by  every  eminent 
writer  on  monetary  science  prior  to  1844,  the  currency  of 
any  particular  country,  whether  consisting  of  coin  of  standard 
weight  and  fineness,  or  of  notes  immediately  convertible 
into  such  coin,  is  said  to  be  depreciated  when  its  value  is 
reduced  below  that  of  foreign  currencies. 

An  over -issue  of  convertible  paper,  in  the  sense  in 
which  the  terms  are  used  by  Mr.  Bicardo  and  his  fol- 
lowers, is  an  issue  which,  being  in  excess  of  the  amount 
required  to  keep  the  circulating  medium  at  par  with  the 
circulating  medium  of  other  countries,  causes  an  exporta- 
tion of  coin  until  the  excess  is  reduced  and  the  equili- 
brium restored.  This,  too,  is  the  sense  in  which  the  terms 
are  used  by  Mr.  Wilson's  highest  authority  in  monetary 
science.  Mr.  Tooke  says,  "  By  excess,  I  mean  such  an 
enlargement  of  the  circulation  through  the  medium  of 
paper,  as  cannot  be  maintained  at  a  level  with  the  value  of 
gold  in  the  rest  of  the  world  to  which  we  must  eventually 
conform.^  Now,  Mr.  Wilson  cannot  by  possibility  deny 
that  in  this  sense  of  the  terms — the  only  sense,  be  it 
remembered,  in  which  they  are  used  in  relation  to  a  con- 
vertible currency — banks  possess  the  power  of  over-issue, 
because,  in  a  publication  only  a  few  months  old,  he  has 
himself  shown,  in  language  the  most  distinct  and  posi- 
tive, that  banks  do  possess  that  power. 

*  Pages  40,  54. 
t  Considerations  on  the  State  of  the  Currency,  p.  87. 
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"  There  can  be  no  doubt   that  to  whatever  extent  the 
use  of  gold  is  economised  by  the  introduction  of  banking, 
by  the  use  of  bills  of  exchange  for  transmitting  payments 
from  one   part  of  the   country  to   another,  by  the  use   of 
cheques  for  making  payments  in  the  same  place,  or  by  the 
circulation    of  bank  notes   as  a  part  of  the  currency — to 
whatever  extent  the  use  of  gold  is  economised  by  these 
various   means,  to   that  extent  a  portion  of  that  hitherto 
required    will   become    applicable    to    other   purposes,    as 
much   as  if  an  addition  to  the  wrhole  stock  of  gold  had 
taken  place.      Suppose,   for    example,   that  the  whole  of 
our   gold  currency  was  at  this   moment  seventy  millions 
of  gold,  and  the  same   of  bank-paper,  and  while  it  was 
entirely  gold  the    present  system  was    introduced — there 
can    be    no    question    that    the    introduction    of  such    an 
amount  of  bank-notes  would  release  a  similar  amount  of 
gold  from  the   purposes    of   currency,  would  make  gold 
as   a   commodity    more    abundant,   and    would   lower    its 
value  in  relation    to   commodities ;    and    wTere  it  possible 
to    prevent  the  exportation   of  any   part  of  the  gold    so 
released  from   the  uses  of  money,  would   depreciate  our 
whole    currency    in    relation    to    that  of  other   countries, 
supposing    them     to    have    been    equal   before.      But   so 
long  as  gold  is  freely    transmissible  from  one  country  to 
another,  it  will   not  be  difficult  to  show  that  such  depre- 
ciation  could  only  exist  for  a  very  short  time,  and  only  at 
all  to   the  extent  of  the   small  profit  which  constitutes  a 
motive  to   send   the   precious   metals   from  one  country  to 
another.     If  thirty-five  millions  of  sovereigns  were  released 
from   circulation   by    the  use  of  so  many  bank-notes,  the 
value  of  gold   would  fall,  in   relation  to   its  value  on  the 
continent.     The  bullion   dealer  would,    as   soon  as  a  fall 
had   taken  place  which  would  leave  any  profit,  transmit  a 
portion   of  it  to  other  countries;  and    by   this  means  the 
value  would   again    become   perfectly    equalized,    and  the 
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depreciation  of  our  currency  would  not  be  measured  by 
the  proportion  which  the  coin  released  from  circulation 
bore  to  the  stocks  of  gold  in  this  country  alone,  but  that 
of  the  general  stock  of  gold  in  the  markets  of  the  world. 
And  no  possible  issue  of  convertible  paper  could  have  a 
greater  effect,  or  could  suffer  any  depreciation  for  a  longer 
period  than  was  necessary  to  equalize  the  value  of  the 
metals  by  transmission  from  one  country  to  another.  For 
although  bank-notes  could  not  be  transmitted  if  issued  in 
a  larger  quantity,  yet  being  convertible  into  their  repre- 
sentative in  coin,  as  long  as  it  was  profitable  to  transmit 
the  latter  the  former  would  be  exchanged  for  gold  for  that 
purpose  \  and  thus  the  principle  of  convertibility  would 
effectually  prevent  any  depreciation  for  a  longer  duration 
than  would  suffice  to  transmit  the  bullion."* 

Mr.  Loyd  himself  could  scarcely  have  presented  a  more 
perfect  demonstration  than  that  contained  in  the  above 
passage,  of  the  correctness  of  the  leading  principle  upon 
which  the  Act  of  1844  was  founded. 

If  there  be,  in  the  science  of  political  economy,  any  one 
principle  more  thoroughly  established  than  another  by  fact 
and  experience,  it  is  the  principle,  that  banks  possess  a 
power  of  over-issue.  The  history  of  banking  is  one  con- 
tinuous verification  of  this  principle.  On  the  first  esta- 
blishment of  a  bank  of  deposit  and  discount,  the  increased 
efficacy  given  to  the  currency  rendered  redundant  a  portion 
of  the  coin  previously  in  circulation.  When  bank-notes 
were  first  substituted  for  coin,  their  issue  increased  the 
volume  and  reduced  the  value  of  the  currency,  until  restored 
to  the  former  level  by  the  expulsion  of  the  redundant  coin. 
Every  increase  in  the  number  of  banks,  and  in  the 
practice  of  keeping  cash  with  bankers — every  additional 
banking    process    through    the    agency   of   which    trans- 


*  Capital,  Currency,  and  Banking,  1847,  p.  61. 
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actions  are  adjusted  without  the  intervention  of  bank-notes, 
renders  a  portion  of  the  previous  issue  of  the  note  circu- 
lation an  issue  in  excess. 

Were  Mr.  Wilson  to  succeed  in  prevailing  upon  Par- 
liament to  adopt  his  plan  for  substituting  thirty  millions  of 
one -pound  notes  for  the  gold  coin  now  circulating  in 
England  and  Wales,  that  plan  would  prove  an  utter 
abortion,  unless  the  Bank  possessed  the  power  of  over- 
issue. The  coin  could  not  begin  to  be  expelled  until  after 
the  Bank  had  begun  to  increase  the  previously  adequate 
amount  of  the  circulation  by  over-issue.  Mr.  Wilson  will 
surely  admit  that  the  coin  could  not  be  made  to  overflow 
the  channels  of  circulation,  unless  there  should  exist  a 
power  to  fill  them  to  overflowing. 


Section  TV  .—Examination  of  the  Principle,  that  the  abstrac- 
tion of  Bullion  from  the  Banks  for  exportation  is  not 
occasioned  by  a  depreciation  of  the  Currency  in  relation  to 
Foreign  Currencies. 

Mr.  Fullarton  says,  "  We  find  writers  daily  referring  the 
phenomena  of  the  efflux  and  influx  of  bullion  to  the 
depreciation  and  appreciation  of  the  currency,  as  if  the 
inducements  to  export  and  import  specie  had  any  reference 
to  the  value  of  the  circulation,  instead  of  being  governed, 
as  they  exclusively  are,  by  the  state  of  the  balance  of 
foreign  payments." — P.  Ho. 

Here  Mr.  Fullarton  inverts  the  sequence  of  antecedent 
and  consequent.  It  has  been  satisfactorily  shown  by  Mr. 
Ricardo,  that  the  exportation  of  coin  is  caused  by  its 
cheapness,  and  is  therefore  not  the  effect  but  the  cause  of 
what  is  called  an  unfavourable  balance  of  payments.  An 
unfavourable  balance  of  foreign  payments  means,  that  of  all 
commodities,  exclusive  of  the   precious  metals,  a  country 
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has  brought  from  other  countries  more  than  it  has  sold  to 
them  ;  that  a  debt  therefore  is  owing  by  that  country  which 
she  must  pay  in  the  cheapest  way  she  can,  and  that  an 
export  of  specie  is  that  cheapest  way  of  discharging  the 
debt.  But  why  is  the  export  of  specie  a  cheaper  way  of 
discharging  the  debt  than  the  export  of  any  other  commo- 
dity? Because  the  prices  of  all  other  commodities  are  high, 
i.  e.  in  other  words,  because  the  value  of  specie,  as  com- 
pared with  other  commodities,  is  low.  Therefore  it  is  the 
low  value  of  the  bullion  which  causes  it  to  be  exported. 
But  the  low  value  of  bullion  is  the  same  thing  as  low  value 
or  depreciation  of  the  currency  ;  for  if  the  currency  was 
not  at  a  low  value  in  common  with  the  bullion,  the  bullion, 
instead  of  being  exported,  would  be  converted  into  cur- 
rency, either  by  coining  it,  or  by  obtaining  bank-notes  in 
exchange  for  it. 

Mr.  Ricardo's  proposition,  which  Mr.  Fullarton  has  so 
strangely  inverted,  appears  self-evident  as  soon  as  correctly 
stated.  When  a  given  sum  in  the  precious  metals,  or  in  a  cur- 
rency convertible  into  the  precious  metals,  will  not  purchase 
in  the  English  market  the  quantity  of  commodities  which  can 
be  sold  for  the  same  sum  in  the  foreign  market,  it  becomes  the 
interest  of  the  English  merchant  to  make  his  foreign  payments 
in  gold  ;  and  when  a  given  amount  of  gold  will  purchase  in 
the  English  market  commodities  which  can  be  sold  for  a 
greater  quantity  in  the  foreign  market,  it  will  become  the 
interest  of  the  merchant  to  make  his  payment  not  in  gold, 
but  in  commodities ;  while  if  the  quantity  of  gold  which 
British  goods  can  be  sold  for  in  the  foreign  market  cannot 
purchase  in  that  market  goods  which  can  be  sold  for  a 
greater  quantity  of  gold  in  the  home  market,  it  will  be  the 
interest  of  the  British  merchant  to  bring  back  his  return  in 
gold.  There  can  be  no  exportation  of  gold  unless  the 
value  of  gold  in  the  home  market,  as  measured  by  commo- 
dities, should  have  previously  fallen  below  the  value  of 
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gold  in  the  foreign  market,  measured  in  the  same  com- 
modities ;  and  no  importation  of  gold  unless  its  value  in  the 
home  market,  as  measured  in  commodities,  should  have 
previously  risen  above  the  value  of  gold,  as  measured  by 
the  same  commodities  in  the  foreign  market. 

"When  a  debt  is  paid  to  a  foreign  correspondent  by  an 
exportation  of  gold,  it  is  called  an  unfavourable  balance, 
and  when  a  debt  is  paid  by  an  importation  of  gold,  it  is 
called  a  favourable  balance.  An  exportation  of  treasure  is 
the  same  thing  as  an  unfavourable  balance  of  payments ;  an 
importation  of  treasure  the  same  thing  as  a  favourable 
balance  of  foreign  payments. 

"W  hen  Mr.  Fullarton  says,  that  the  export  and  import 
of  specie  are  exclusively  governed  by  the  balance  of  foreign 
payments,  he  commits  the  absurdity  of  saying,  that  the 
export  and  import  of  specie  are  exclusively  governed  by 
the  export  and  import  of  specie.  He  affirms  that  these 
movements  are  effects  of  which  they  are  themselves  the 
cause; — that  they  possess  the  faculty  of  spontaneous  gene- 
ration. 

Mr.  Fullarton  says,  "  I  look  upon  a  low  state  of  the 
currency,  and  an  adverse  exchange,  as  co-ordinate  pheno- 
mena, altogether  independent  of  the  action  of  drains  in 
bringing  notes  into  the  Bank  for  gold.  Such  action  is  the 
immediate  consequence  of  a  demand  for  gold  as  an  export- 
able commodity,  and  not  of  any  abatement  of  the  demand 
for  circulation.  And  so  long  as  the  issues  of  the  Bank  of 
England  shall  be  administered  upon  any  system  that  will 
be  long  tolerated  or  tolerable,  I  hold  that  the  demand 
constitutes  the  self-regulating  principle  by  which  alone  the 
amount  of  the  bank-note  circulation  must  be  governed.*' 

Mr.  Fullarton  had  previously  told  us,  and  correctly  told 
us,  that  "  The  value  of  a  truly  convertible  currency  must 
always  be  identical  with  the  value  of  the  coin  into  which  it 
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is  convertible,  and  can  only  vary  with  variations  in  the 
value  of  the  coin."  Now  gold  in  coin  must  be  of  the  same 
value  as  gold  demanded  for  exportation ;  and  gold,  as  has 
been  already  shown,  cannot  be  demanded  as  a  commodity 
for  exportation,  unless  its  value  in  relation  to  other  export- 
able commodities  be  less  in  the  home  than  in  the  foreign 
market,  or,  in  other  words,  unless  the  currency,  which  is 
immediately  convertible  into  gold,  be  depreciated  in 
relation  to  foreign  currencies.  Thus,  upon  Mr.  Fullarton's 
own  showing,  it  is  not  the  demand  for  circulation,  but  the 
demand  for  gold  for  exportation,  which  constitutes  the 
regulating  principle  by  which  alone  the  amount  of  the 
bank-note  circulation  must  be  governed.  Gold  is  demanded 
for  exportation  in  conformity  to  the  law  of  equilibrium,  by 
which  the  precious  metals  are  distributed  throughout  the 
world ;  but  it  cannot  be  exported  unless  it  be  of  less  value 
in  the  exporting  than  in  the  importing  country,  and  unless 
the  currency  convertible  into  gold  be  less  valuable  than 
foreign  currencies.  Again,  gold  will  continue  to  be  ex- 
ported until  the  diminution  in  its  quantity  renders  its 
value  in  the  home  market  equal  to  its  value  in  the  foreign 
market ;  and,  consequently,  a  note  circulation  convertible 
into  gold  must  contract,  under  a  drain  of  bullion,  until  its 
value  becomes  equal  to  that  of  foreign  currencies.  It  is 
the  movements  of  the  bullion,  therefore,  which  govern  the 
amount  of  a  convertible  currency. 

Through  many  pages  of  gratuitous  assertion,  Mr.  Ful- 
larton  labours  to  resuscitate  the  fallacies  regarding  the 
foreign  exchanges  propounded  by  Mr.  Bosanquet,  and 
consigned  by  Mr.  Bicardo  to  a  long  oblivion.  Had  he 
ventured  to  reply  to  the  argument  by  which  Mr.  Bosanquet 
was  confuted  and  silenced ;  had  he  made  any  effort,  how- 
ever feeble,  to  explain  the  specific  cause  which  renders  it 
more  advantageous  to  make  a  foreign  payment  in  specie 
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than  in  commodities,  I  might  have  deemed  it  neces- 
sary to  enter  upon  an  examination  of  the  evidence  ad- 
vanced. But  as  his  proofs  in  support  of  the  fallacies  of 
Mr.  Bosanquet  amount  to  nothing  more  than  simple,  un- 
supported affirmation,  I  pass  to  the  examination  of  another 
novel  doctrine  in  monetary  science,  of  which  Mr.  Fullarton 
appears  to  be  the  original  propounder.  He  introduces  it 
as  follows  : — 

"  Drains  universally  operate,  not   on    the   currency  in 
circulation,  but  on  the  currency  in  reserve — on  the  hoards. 
And  this  brings  me  to  the  main  issue  between  the  partizans 
of  the  currency  doctrine  and  myself,  the  question,  as  to 
what  plan  for  the  administration  of  the  Bank  issues,  when 
under  the  action  of  a  drain,  is  most  in  conformity  with  the 
laws  which  govern  the  fluctuations  of  a  purely  metallic 
currency.     Mr.  Jones  Loyd  and  his  school  require  that, 
under  such  circumstances,  the  note  circulation  should  be 
made   to   fluctuate    as   a  metallic    circulation  would  have 
fluctuated ;  but  do  not  seem  to  have  asked  themselves,  or 
at  all  events,  do  not  inform  us,  how  a  metallic  circulation 
would  have  fluctuated."—"  They  never  even  allude  to  the 
existence  of  such  a  thing  as  a  great  hoard  of  the  metals, 
though  upon  the  action  of  the  hoards  depends  the  whole 
economy  of  international  payments  between  specie-circula- 
ting communities."— "  Let  us  think  how  the  money  market 
of  a  country  transacting    all   its    exchanges   through   the 
medium  of  the  precious  metals  only  would  be  likely  to  be 
affected  by  the  necessity  of  making  a  foreign  payment  of 
several  millions.     Of  course  the  necessity  could  only  be 
satisfied  by  a  transmission  of  capital ;  and  would  not  the 
competition  for  the  possession  of  capital  for  transmission 
which  the  occasion  would  call  forth  necessarily  raise  the 
market  rate  of  interest  ?     If  the  payment  was  to  be  made 
by  the  Government,  would  not  the  Government  in  all  pro- 
bability have  to   open  a  new  loan    on   terms    more   than 
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usually  favourable  to  the  lender  ?  and  would  not  all  this 
inevitably  act  upon  the  hoards,  and  draw  forth  into 
activity  a  portion  of  the  gold  or  silver  which  the  money- 
lenders had  been  accumulating,  and  some  of  them  with  the 
express  view  of  watching  such  opportunities  for  turning 
their  treasure  to  advantage. 

"  I  would  desire,  indeed,  no  more  convincing  proof  of  the 
competency  of  the  machinery  of  the  hoards  in  specie-pay- 
ing countries  to  perform  every  necessary  office  of  inter- 
national adjustment,  without  any  sensible  aid  from  the 
general  circulation,  than  the  facility  with  which  France, 
when  but  just  recovering  from  the  shock  of  a  destructive 
foreign  invasion,  completed  within  the  space  of  twenty- 
seven  months  the  payment  of  her  forced  contribution  of 
nearly  twenty  millions,  to  the  Allied  Powers,  and  a  consider- 
able portion  of  that  sum  in  specie,  without  any  perceptible 
contraction  or  derangement  of  her  domestic  currency,  or 
even  any  alarming  fluctuation  of  her  exchanges."* 

This  passage  consists  of  a  series  of  assumptions  contrary 
to  fact.  Mr.  Jones  Loyd  and  his  school  maintain  that  a 
note  circulation  must  fluctuate  as  a  metallic  circulation 
would  fluctuate.  They  take  as  a  test  of  what  would  be  the 
variation  of  a  metallic  circulation,  not  the  variations  in  the 
total  amount  of  the  precious  metals  in  the  country,  but  of  that 
portion  only  of  the  precious  metals  which  passes  into  the  pos- 
session of  the  Issue  Department.  The  precious  metals  so 
passing  into  the  possession  of  the  Issue  Department  must 
necessarily  become  part  of  the  circulation — forming  metallic 
money,  where  the  circulation  is  metallic,  or  being  repre- 
sented by  paper  notes  where  the  circulation  is  paper  money. 
Of  the  precious  metals  thus  passed  into  the  Issue  Depart- 
ment there  can  be  no  hoards,  in  the  proper  sense  of  the 
Word — they  must  be  in  circulation,  either  in  the  form  of 
metallic  coin,  or  of  notes  issued  as  representing  them. 

*  Regulation  of  Currencies,  pp.  140,  141. 
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There  may  be  hoards  of  the  precious  metals  in  the  pos- 
session of  private  individuals  or  concerns,  which  have  not 
passed  into  the  possession  of  the  Issue  Department.  These 
are  the  hoards  of  which  Mr.  Fullarton  speaks,  and  to  which 
Mr.  Loyd  and  others  make  no  allusion,  for  the  plain  reason 
that  they  are  wholly  unconnected  with  the  amount  of  the 
circulation  or  any  rules  for  the  management  of  it.  That 
portion  only  of  the  precious  metals  is  connected  with  the  cir- 
culation which  individuals  alienate  from  their  own  possession 
and  pass  into  the  possession  of  the  Issue  Department,  thereby 
making  it  part  of  the  money  or  circulation  of  the  country. 

That  portion  only  of  the  precious  metals  which  indi- 
viduals do  not  so  alienate  can  be  said  to  be  hoarded ;  and 
it  is  to  these  hoards  in  the  possession  of  individuals  or 
concerns,  and  unconnected  with  the  circulation,  to  which 
alone  the  reasonings  of  Mr.  Fullarton  are  applicable. 

The  payment  by  France  of  a  considerable  portion  of  her 
forced  contribution  in  specie  merely  proves  that  a  con- 
siderable portion  of  her  capital,  consisting  in  the  first 
instance,  of  course,  of  commodities  produced  by  her,  was 
sold  by  her  for  specie,  and  that  specie  applied  to  the  pay- 
ment of  the  forced  contribution. 

If  a  large  hoard  of  specie  had  been  previously  accumu- 
lated by  the  Bank  of  France  which  was  applied  to  this 
payment,  then  we  must  proceed  to  inquire  whether  notes 
had  been  issued  against  this  accumulated  specie.  If  such 
notes  had  been  issued,  they  must  be  contracted  as  the 
specie  was  sent  away.  But  this  must  have  produced  "  a  per- 
ceptible derangement  of  her  domestic  currency."  There- 
fore it  is  clear  that  such  notes  had  not  been  issued  against 
the  accumulated  specie  ;  in  other  words,  it  had  not  pass,  d 
into  the  Issue  Department,  and  had  no  connection  with  the 
currency.  It  was  a  simple  commodity,  the  private  property 
of  the  Bank  of  France,  as  it  might  have  been  of  any  other 
body  or  private  individual. 

k  2 
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Mr.  Fullarton's  main  assumption  is,  that  specie-paying 
countries,  when  under  the  action  of  an  adverse  exchange,  can 
make  foreign  payments  in  the  precious  metals  without  any 
contraction  of  their  domestic  currencies,  because  the  in- 
creased rate  of  interest  caused  by  the  demand  for  the 
capital  by  which  these  payments  must  be  effected,  calls 
out  from  the  hoards  the  requisite  amount  of  specie  for 
exportation.  Now  if  we  will  take  for  our  datum  the 
assumption  that  in  a  specie-paying  country  the  increased 
rate  of  interest  calls  out  from  the  hoards  the  specie  required 
to  effect  her  foreign  payments,  we  shall  at  once  perceive 
that  the  necessary  conclusion  is  that  her  currency  must  be 
appreciated,  and  her  prices  lowered.  A  rise  in  the  rate  of 
interest  is  the  same  thing  as  a  fall  in  the  value  of  securities, 
of  fixed  capital,  and  of  all  property  yielding  income.  A 
fall  in  a  most  extensive  range  of  prices  is  the  evidence 
which  Mr.  Fullarton  brings  forward  to  prove,  that  under 
the  circumstances  there  can  be  no  fall  of  prices. 

Again — a  rise  in  the  rate  of  interest  is  the  same  thing  as 
a  fall  in  the  value  of  that  portion  of  the  capital  of  a  country 
which  is  not  immediately  available  for  purchases  and  pay- 
ments, in  relation  to  that  portion  which  is  so  available. 
The  capital  of  a  banker,  bill-broker,  or  cambist,  consists  of 
money;  that  of  a  farmer,  manufacturer,  or  merchant,  of 
commodities  and  bills  of  exchange  obtained  by  the  sale  of 
commodities  on  credit.  A  farmer  and  a  manufacturer  require 
money  for  the  payment  of  wages,  and  the  purchase  of 
stock  and  materials,  If  the  price  at  which  their  bills 
can  be  converted  into  money  rises  from  4  to  6  per  cent., 
it  is  clear  that  the  value  of  their  capital,  in  relation  to 
money  capital,  must  fall  2  per  cent.,  even  although  they 
should  be  able  to  sell  their  goods  in  the  market  at  the  same 
ready-money  prices  as  before.  But  a  rise  in  the  rate  of 
interest  would  lower  the  ready-money  prices  of  their 
goods.     A  manufacturer  having  a  stock  of  goods  in  his 
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warehouse  beyond  the  immediate  demand  of  the  market, 
and  first-class   bills  in  his    desk,  requires    1000/.   for  the 
payment   of  wages  ;  and   the  question,   whether  he  shall 
obtain  his  money  by  offering  his  goods  for  sale,  or  by  dis- 
counting his  bills,  will  be  determined  by  the  current  rate  of 
interest.      If  he    cannot    realize    1000/.   by   bringing   his 
goods  prematurely  to  market,  without  sacrificing   ordinary 
profits  to  the  extent  of  12/.  10s.,  he  will  prefer  discounting 
bills  having  three  months  to  run,   provided    the    rate  of 
interest  be  4  per  cent. ;  because  in  this  case  the  sacrifice 
would  be   only  10/.     But  were  the  rate  of  interest  to  rise 
from  4  to  6  per  cent.,  he  would  sell  his  goods  at  a  sacrifice 
of  12/.  10*.,  rather  than  discount  the  bills  at  a  sacrifice  of 
1 5/.     A  rise  in  the  rate  of  interest  lowers  the  prices  of  all 
securities  ;  reduces  the  value  of  all  capital  not  immediately 
available,  in  relation  to  immediately  available  capital ;  raises 
the  value  of  money  in  hand  in  relation  to  money  to  be 
paid  at  a  future  day ;  and  causes  goods   to  be  brought  to 
market  prematurely  at  a  sacrifice  of  profit.     Mr.  Fullarton 
bears   witness   against  himself.     It  is  demonstrable,  upon 
his  own  showing,  that  in  specie-paying  countries,  the  hoards 
cannot  be  drawn  out  for  the  purpose  of  effecting  foreign 
payments  without  an  appreciation  of  the  currency  and  a 
reduction  of  prices. 

The  facility  with  which  France  advanced  the  forced  con- 
tribution of  20,000,000/.  to  the  Allied  Powers,  is  regarded 
by  Mr.  Fullarton  as  a  practical  demonstration  that  in  specie- 
circulating  countries  an  adverse  exchange  acts  upon  the 
hoards,  and  not  upon  the  circulation.  But  has  he  any 
evidence  to  show  that  France  advanced  the  20,000,000/. 
from  her  private  hoards  ?  and  would  he  be  quite  surprised 

to  find  that  the  loan  was  taken  by  an  English  merchant 

the  greatest  in  the  world  ;  and  that  the  subscribers  to  the 
loan  were  for  the  most  part  British  capitalists  ?  The  prac- 
tical demonstration  actually   presented  by  the  transaction 
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is,  that  in  specie-paying  countries  the  power  of  effecting 
foreign  payments  is  less  than  in  countries  in  which  the 
facilities  of  banking  transform  private  hoards  into  repro- 
ductive capital. 

Mr.  Fullarton  is  unable  to  perceive,  that  in  countries 
not  possessing  banking  facilities,  the  whole  of  the  medium 
of  exchange,  with  the  exception  of  the  small  sums  carried 
about  in  the  pockets  of  the  inhabitants,  must  be  hoarded 
in  private  desks  until  wanted  for  immediate  payments.  If 
the  cash  locked  up  in  private  desks  until  required  for  use, 
be  not  in  circulation,  there  can  be  no  circulation  save  that 
which  consists  of  the  pieces  carried  about  in  the  pockets  of 
the  people.  According  to  the  theory  of  Mr.  Fullarton, 
the  proper  definition  of  circulation  is  "  money  in  pocket." 
The  theory,  however,  even  when  expressed  in  the  new 
nomenclature,  must  be  regarded  as  incomplete,  until  Mr. 
Fullarton  shall  have  explained  the  process  through  which, 
when  money  in  desk  is  abstracted  by  an  adverse  exchange, 
money  in  pocket  can  be  replenished  with  the  same  facility  * 
as  before. 


Section  V. — Examination  of  the  Principle  propounded  by 
Mr.  Wilson — that  Banking  Reserves  are  not  a  part  of 
the  effective  Circulation. 

The  term  "  circulation,"  in  the  sense  determined  by 
established  usage,  denotes  coin  and  bank-notes,  whether 
held  for  use  in  the  drawers  of  individuals,  in  the  cash- 
boxes  of  trading  concerns,  or  in  the  coffers  of  banks.  It  is 
in  this  sense  that  the  term  has  been  employed  by  the  pro- 
moters and  advocates  of  the  Act  of  1844.  Mr.  Loyd  was 
asked  by  the  Committee  of  Inquiry  upon  Banks  of  Issue, 
"  What  do  you  consider  to  constitute  the  circulation? ' 
He  replied,  "  Notes  in  the  hands  of  the  public,  and  in  the 
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Bank  till."  This  application  of  the  term  is  in  conformity 
not  only  to  scientific  usage,  but  to  the  plainest  dictates  of 
common  sense.  If  the  bank-notes  which  a  dealer  keeps  in 
his  cash-box  to  meet  immediate  payments  are  circulation, 
on  what  rational  grounds  can  it  be  contended,  that  the 
notes  which  a  banker  keeps  in  his  till  to  meet  the  demands 
of  his  depositors  and  adjust  his  balances  with  other  con- 
cerns are  not  circulation  ? 

Mr.  Wilson,  however,  has  advanced  the  novel  doctrine, 
that  banking  reserves  are  not  an  integral  part  of  the 
effective  circulation.  He  is  reported  to  have  said,  in  the 
able  speech  formerly  referred  to,  that  "  He  must  maintain 
that  the  word  '  circulation '  could  only  mean  the  notes  in 
the  hands  of  the  public  ;  and  if  they  came  to  talk  of  the 
action  of  circulation  upon  prices,  it  could  mean  nothing 
else.  Would  any  man  pretend  that  notes  lying  quiescent 
in  the  Bank  had  any  effect  upon  prices  ?" 

I  cannot  but  believe  that,  on  reconsideration,  Mr.  Wilson 
will  not  be  indisposed  to  admit  that  on  this  occasion  he  has 
fallen  into  a  misconception.  He  admits,  in  the  most  distinct 
and  unqualified  terms,  that  under  the  provisions  of  the  Act 
of  1844  the  Banking  Department  of  the  Bank  of  England 
is  placed  upon  the  footing  of  an  ordinary  bank  of  deposit 
and  discount;  and,  admitting  this,  he  cannot  refuse  to 
admit  that  the  notes  in  the  till  of  the  banking  department 
constitute  a  part  of  the  circulation  in  the  same  way  in 
which  the  notes  in  the  till  of  any  private  or  joint-stock 
bank  constitute  a  portion  of  circulation.  If  the  reserve  of 
notes  in  the  hands  of  a  private  banker  in  Lombard-street 
are  part  of  the  circulation,  the  reserve  of  notes  in  the  hands 
of  the  directors  of  the  Banking  Department  of  the  Bank  of 
England  are  part  of  the  circulation  ;  and  if  the  reserve  in 
the  Banking  Department  does  not  form  a  part  of  the 
effective  circulation,  neither  do  the  reserves  of  other  banks. 
If  the  principle  propounded  by  Mr.   Wilson  be  true  as 
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respects  one  bank  of  deposit  and  discount,  it  must  be  true 
with  respect  to  all  banks  of  deposit  and  discount.  Either 
the  whole  of  the  notes  out  of  the  Issue  Department  must 
be  included  in  the  effective  circulation,  or  else  the  whole 
of  the  reserves  in  all  the  banks  throughout  the  kingdom 
must  be  excluded  from  the  effective  circulation.  Mr.  Wil- 
son cannot  affirm  that  the  reserve  in  the  coffers  of  one  par- 
ticular bank  of  deposit  and  discount  is  not  circulation, 
without  affirming  that  all  reserves  in  all  banks  of  deposit 
and  discount  are  not  circulation.  :The  real — the  only 
question  at  issue  therefore  is,  are  banking  reserves  a  com- 
ponent part  of  the  circulation,  which  acts  upon  prices  and 
influences  the  transactions  of  the  market?  Mr.  Wilson, 
unless  he  should  be  ambitious  of  rivalling  Mr.  Tooke  and 
Mr.  Fullarton  in  the  art  of  self-refutation,  must  answer 
this  question  in  the  affirmative. 

He  has  told  us,  and  has  told  us  truly,  that  prior  to  the 
institution  of  banks,  the  universal  practice  was,  to  keep 
reserves  of  cash  in  private  drawers.     The  farmer,  as  he 
disposed  of  his  produce,  kept  an  accumulating  hoard  against 
the  coming  rent  day ;  the  trader  allowed  the  proceeds  of 
his  sales  to  accumulate  in  his  till  to  provide  for  the  bills 
he  had  accepted ;  the  merchant  invested  a  large  portion  of 
his  capital  in  treasure,  in  order  to  provide  for  his  foreign 
payments  ;  the  landed  proprietor,  on  receiving  his  rents, 
locked  up  the  money  required  to  keep  up  his  establishment 
until  the  next  rent  day :  every  payment  that  was  made, 
and  every  purchase  that  was  effected,  was  made,  or  effected, 
by  or  with  these  private  cash  reserves.     Now,  were  these 
private  reserves  "  circulation?"  did  they  act  upon  prices? 
did  they  influence  the  transactions  of  the  market?     Mr. 
Wilson  will  not  answer  these  questions  in  the  negative, 
because,  were  he  to  do  so,  he  would  virtually  affirm  that, 
prior  to  the  institution  of  banks,  there  was  no  circulation 
at  all.     If  money  reserved  in  private  drawers  be  not  circu- 
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lation,  affecting  prices  and  influencing  the  transactions  of 
the  market,  then,  when  the  whole  money  of  the  country- 
was  deposited  in  private  drawers,  there  could  have  been 
no  circulation  in  the  country.  But  Mr.  Wilson  will  not 
affirm  that,  prior  to  the  establishment  of  banks,  there  could 
have  been  no  circulation  ;  and  I  therefore  assume  it  as  an 
incontrovertible  principle,  in  which  he  entirely  concurs, 
that  prior  to  the  existence  of  banks,  the  money  reserved 
in  private  drawers  was  effective  circulation  acting  upon 
prices. 

Again,  Mr.  Wilson  has  told  us,  and  has  told  us  truly, 
that  after  the  establishment  of  banks,  a  great  portion  of  the' 
reserves  previously  deposited  in  private  drawers  was  trans- 
ferred to  the  coffers  of  the  banks.     But  he  has  not  told  us 
that  this  transfer  impaired  the  efficacy  of  the  currency,  or 
diminished    its    action   upon   prices.     He  has  told  us  the 
direct  contrary.    He  has  explained,  with  remarkable  clear- 
ness and  ability,  that  the  transference  of  currency  from 
private  desks  to  bankers'  tills  so  increases  its  efficacy,  that 
transactions  can  be  adjusted  with  one-third  of  the  money 
which  would  be  otherwise  required;  and  that  for  every 
three  hundred  pounds  transferred  from  the  private  desks 
to  the  banker's  till,  two  hundred  pounds  are  released  from 
the    business   of  effecting    exchanges,   and  added  to    the 
directly  productive  capital  of  the  country.     Now  what  is 
the  cause  which  imparts  to  the  currency  this  increased  effi- 
cacy?    Mr  Wilson  has  unfolded  it  with  his  usual  perspi- 
cuity.    He  has  presented  us  with  tables  exemplifying  the 
manner  in  which,  when  bankers  adopt  the  rule  of  advancing 
two-thirds  of  their  available  capital  on  loans,  and  retaining 
one-third  as  a  reserve,  every  three  hundred  pounds  with- 
drawn from  a  private  hoard  and  deposited  in  a  bank,  acts 
upon  the  prices  with  the  power  of  five  hundred  pounds. 
The   parties   depositing-   three  hundred  pounds   have   the 
same  command  over  this  portion   of  the   circulation  which 
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they  had  when  the   money  was  deposited  in  their  own 
drawers ;  while  the  bank,  retaining  one  hundred  as  a  re- 
serve, advances  two  hundred  to  its  customers.     Now  the 
question  for  consideration  is,  when  the  transfer  of  private 
hoards  to  the  tills  of  banks  gives  to  every  three  hundred 
pounds  the  power  of  five  hundred,  is  the  one  hundred  out 
of  every  three  hundred,  held  by  the  banks  to  meet  imme- 
diate payments,  a  part  of  the  circulation  ?     Mr.  Wilson's 
tabular  illustrations  answer  the  question,  and  set  it  finally 
at  rest.     They  demonstrate  that  the  coin  and  notes  held  as 
banking  reserves,  so  far  from  lying  quiescent,  are  the  most 
effective  portion  of  the  currency,  and  exercise  a  far  greater 
influence  upon  the  transactions  of  the  market  than  the  coin 
and  notes  in  the  hands  of  the  public.     But  the  tables  must 
be  allowed  to  tell  their  own  story. 

Mr.  Wilson  assumes,  that,  when  the  Banking  Depart- 
ment of  the  Bank  of  England  has  reduced  its  reserve  to 
as  low  a  point  as  it  is  deemed  prudent  to  maintain  against 
its  liability  on  account  of  deposits,  its  status  is  as  follows  :* — 


Capital       .     .      .      .£14,500,000 

Rest 3,500,000 

Deposits      .      .      .     .     12,000,000 

30,000,000 


Public  Securities  .  .£10,000,000 
Bills  discounted  .  .  16,000,000 
Bullion  or  Coin     .      .       4,000,000 


30,000,000 


*  According  to  this  table,  10,C  00,000/.  of  the  capital  and 
rest,  amounting  together  to  18,000,000/.,  are  invested  in 
public,  and  8,000,000/.  in  private  securities  ;  while  of  the 
12,000,000/.  of  deposits,  8,000,000/.  are  advanced  upon 
private  securities,  and  4,000,000/.  reserved  to  meet  the 
demands  of  the  depositors.  It  is  admitted  on  all  hands, 
that  the  8,000,000/.  thus  advanced  from  the  deposits  to  the 
public  in  the  discount  of  bills  must  form  a  part  of  the  circu- 
lation acting  upon  prices ;  and  it  will  be  evident,  upon  a 
moment's  consideration,  that  the  4,000,000/.  held  in  reserve 
exercise  upon  prices,  and  upon  all  the  transactions  of  the 

*  Capital,  Currency,  and  Banking,  pp.  121,  122. 


139 

market,  an  influence  not  only  not  less,  but,  on  the  con- 
trary,   much   greater    than   that   exercised   by   an    equal 
amount  actually  advanced  from  the  deposits  upon  loans 
and  discounts.     So  long  as  the  Bank  remains  solvent,  the 
whole  of  the  12,000,000/.  of  deposits  is   at  the  command 
of  the  depositors.     Now,  how  does  it  come  to  pass  that 
the  whole    of  the   12,000,000/.  of  deposits,  two- thirds  of 
them  having  been  paid  away  to  the  public,  should  remain 
completely  at  the   command   of  the  depositors.      Simply, 
because   the  remaining  third   is    held  as   a  bank  reserve. 
Take  away  the  4,000,000/.  of  reserve,  and  the  12,000,000/. 
of  deposits  will  be  extinguished,  and  the  depositors  will 
cease  to  have  a  shilling  with  which  to   effect  a  purchase. 
Upon  Mr.  Wilson's  own   showing  the  4,000,000/.  of  re- 
serve not  only  maintain  the  full  purchasing  power  of  the 
12,000,000/.   of  deposits,  but  increase  by  8,000,000/.  the 
circulation  in  the  hands  of  the  public. 

In  his  subsequent  tables,  Mr.  Wilson  presents  us  with 
still  further  proofs  and  exemplifications  of  the  efficacy  of 
bank  reserves.  He  assumes  that  an  adverse  exchange 
causes  a  drain  upon  the  coffers  of  the  Bank  to  the  amount 
of  3,000,000/.,  reducing  the  deposits  from  12,000,000/.  to 
9,000,000/.,  and  the  reserve  from  4,000,000/.  to  1,000,000/. ; 
and  that  the  Bank,  in  order  to  restore  its  reserve  to  the 
proportion  of  one-third  of  its  liabilities,  diminishes,  by 
2,000,000/.  its  advances  from  the  deposits.  lie  gives  the 
results  of  the  drain  and  of  the  re-adjustment  in  the  following 
tabular  form  : — 

Capital        .      .      .      .  £14,500,000  ,  Government  Securities  £10,000,000 
?est 3,500,000  I  Bills  discounted      .      .     14,000,000 


Deposits     .      .      .      .       9,000,000 

27,000,000 


Bullion  and  Coin     .      .     3,000,000 

27,000,000 


The  above  table  is  a  demonstrative  example  that  a  drain 
of  3,000,000/.   falling   on   the  Bank   reserve  reduces   the 
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efficacy  of  the  circulating  medium,  not  by  three,  but  by 
live  millions.  While  the  depositors  have  their  power  of 
purchasing  diminished  by  three  millions,  the  cash  advanced 
to  the  public  is  diminished  by  two  millions.  It  is  self- 
evident,  that  had  the  drain  fallen  not  on  the  Bank  reserve, 
but  on  the  circulation  in  the  hands  of  the  public,  the  di- 
minution in  the  efficacy  of  the  medium  of  exchange  could 
not  have  exceeded  three  millions. 

Mr.  Wilson  presents  other  tables  and  other  calculations, 
illustrating  and  demonstrating  the  efficacy  of  banking  re- 
serves.    But  it  would  be  superfluous  further  to  trace  the 
results  established  by  his  figures.      They  bring  out  into 
prominent  relief  the   distinction  between  money,  or  cir- 
culation, and  deposits.     When  it  is  affirmed  that  money 
deposited  with  banks  is  as  much  at  the  disposal  of  the  de- 
positors as  if  it  were  locked  up  in  their  private  drawers, 
the  proposition  is  true  only  upon  the   supposition  that  the 
depositors  will  not  call  for  their  deposits  simultaneously. 
Were  they  to  call  for  their  money  simultaneously,  they 
could  not  have  it.       If  the   Banking  Department  of  the 
Bank  of  England  were  to  retain  in  its  coffers  the  whole  of 
the  coin  and  notes  paid  in  by  depositors,  deposits  would  be 
money  or  circulation  in  the  same  way  in  which  notes  and 
coin  kept  in  a  private  drawer,  because  the  whole  would  be 
available  on   demand.     But  as    the  Banking  Department 
lends  out  two-thirds  or  three-fourths  of  the  deposits  upon 
securities,  it  is  only  the  remaining  one-third  or  one-fourth 
retained   as    banking    reserve   which    is    immediately  and 
completely  available,  like  the  coin  and  notes  held  in  a  pri- 
vate   drawer.      Banking  reserves  are  therefore  money  or 
currency,  while  deposits  are  only  a  form  of  credit  by  which 
the   use    of  money   is    economised.     When  notes  to  the 
amount  of  300,000/.  are  deposited  in  a  bank,  the  banker 
lends  out  200,000/.  upon  securities,  and  retains   100,000/. 
as  a  reserve.     The  200,000/.  lent   out  are  added  to  the 
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reproductive  capital  of  the  district,  and  are  no  longer  em- 
ployed as  circulation.  The  100,000/.  held  as  the  banker's 
reserve  performs  functions  co-extensive  with  those  which 
it  would  have  required  the  whole  300,000/.  to  perform, 
had  they  remained  in  the  private  drawers  of  the  depositors. 
Thus  we  see  that  banking  reserves  are  not  only  an  efficient 
portion  of  the  currency  acting  upon  the  transactions  of  the 
market,  but  a  portion  the  efficacy  of  which  is  three  or  four 
times  greater  than  that  portion  of  the  circulation  which  is 
in  the  hands  of  the  public.  The  whole  economy  of  bank- 
ing turns  upon  the  regulation  of  the  reserves.  A  bank 
reserve  is  the  centre  of  a  monetary  system,  to  appearance 
motionless  and  inert,  while  controlling  the  movements  of 
all  within  its  sphere. 

Mr.  Wilson  has  propounded  another  principle  at  variance 
with  what  has  hitherto  been  regarded  as  the  established 
doctrine  of  economical  science.  He  contends  that  a  defi- 
cient harvest  and  a  drain  of  bullion  are  accompanied  by  an 
undiminished  consumption  of  corn,  and  an  expansion  of  the 
circulation.  This  novel  theory  is  announced  in  the  follow- 
ing passage  : — 

"  The  cause  which  has  most  frequently  produced,  and 
which  is  most  likely  again  to  produce,  an  adverse  foreign 
exchange,  is  the  sudden  necessity  of  importing  large  quan- 
tities in  the   case  of  a  deficient  harvest.     Now  suppose, 
with  a  purely  metallic  currency,  trade  generally  is  in  its 
usual  state,  the  quantity  of  coin  retained  by  the  public  to 
perform  the  functions  of  circulation  at  its  lowest  convenient 
point,  and  the  most  economical  distribution  of  the  capital 
of  the  country,  through  the  medium  of  bankers  and  other- 
wise, most  perfectly  obtained,  and  bankers  holding  their 
usual  reserves  of  coin  and  bullion,  to  meet  the  demands  of 
depositors : — Let  us  further  suppose  in  this  even  and  appa- 
rently safe  and  prosperous  state — similar  to  that  which  this 
country  enjoyed  in  the  first  half  year  of  1838 — that  the 
approach  of  the  harvest  led  in  a  short  time  to  a  rise  in  the 
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price  of  wheat  from  505.  to  upwards  of  70.?.  per  quarter, 
and  that  an  import  of  more  than  three  millions  of  quarters 
of  wheat  became  necessary,  as  was  then  the  case,  that  the 
exchanges  were  turned  violently  against  us,  and  a  demand 
set  in  for  the  precious  metals. 

"  What  would  then  be  the  effect  on  the   circulation  ? 
The  same  cause  which  led  to  an  import  of  foreign  grain 
and  a  drain  of  bullion  (namely  the  high  price)  would  also 
lead  to  an  increase  of  the  quantity  of  coin  required  for  cir- 
culating the  higher  priced  commodity.     Coincident  with  a 
drain  of  bullion  from  the  bankers  to  pay  for  foreign  im- 
ports, there  would  also  be  a  drain  of  coin  to  increase  the 
internal  circulation.    Bankers  would  have  no  control  what- 
ever over  the  circulation ;  they  might  raise  the  rate  of  in- 
terest, they  might  even  refuse  to  discount  bills  at  all,  and 
entirely  discontinue   their   usual   accommodation  to  their 
customers ; — the  more  they  did  so  would  inducements  be 
held  out  to   others  to  withdraw  their  deposits,  and  the 
necessities  of  trade  would  retain  in  circulation  a  sufficient 
portion  of  coin  to  conduct  the  internal  exchanges  in  spite 
of  any  efforts  of  bankers  to  curtail  the  amount.     For  it 
must  not  be  overlooked  that  the  case  of  increased  price  of 
the  first  necessaries  of  life  differs  from  every  other  article. 
Whatever  be  their  cost,  there  is  little  or  no  difference  in 
the  quantity  consumed  as  long  as  people  have  the  power 
of  obtaining  them,  while  a  higher  price  of  other  less  neces- 
sary articles  is  often  immediately  compensated  by  a  reduced 
consumption.    It  is  true,  that  before  long  the  high  price  of 
food  would  lessen  the  consumption  of  manufactures  and 
other  commodities,  and  the  high  rate  of  the  interest  of 
money  would  assist  to  reduce  production;  people  would 
be  thrown  out  of  employment,  and  in  the  course  of  time  the 
higher  price  of  food  would  be  compensated  by  the  smaller 
expenditure  on  other  articles,  and  their  reduction  of  price  ; 
and  then  the  circulation  would  again  fall  to  the  former  rate, 
or  even  below  it.     But  the  first  effect  of  the  high  price, 
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and  coincident  with  the  early  period  of  a  drain  of  bullion, 
in  spite  of  all  the  efforts  of  bankers,  in  spite  of  all  the 
efforts  of  legislation,  the  actual  coin  in  the  hands  of  the 
public  (in  the  case  of  a  purely  metallic  currency)  would 
increase  and  not  diminish,  as  Sir  Robert  Peel's  doctrine 
infers  it  would." — P.  24. 

My  sincere  respect  for  Mr.  Wilson's  talents  and  attain- 
ments leads  me  to  believe  that  the  above  passage  was 
written  while  his  attention  was  distracted  by  a  multiplicity 
of  subjects,  and  that  he  will,  upon  reconsideration,  be 
ready  to  admit  and  to  correct  the  misconceptions  it  in- 
volves. As  he  could  not  have  intended  to  assert  a  physical 
impossibility,  he  could  not  have  intended  to  say,  that  an 
increase  in  the  quantity  of  money,  from  whatever  source 
derived,  can  enable  the  population  to  purchase  the  same 
quantity  of  corn  as  before,  when  the  quantity  to  be  pur- 
chased is  diminished.  But  the  physical  impossibility  of 
increasing  the  quantity  of  money  in  the  hands  of  the  public 
when  an  adverse  exchange  had  diminished  the  quantity  of 
money  in  the  country,  though  it  may  be  less  apparent, 
is  not  less  real,  than  the  physical  impossibility  of  con- 
suming an  undiminished  quantity  of  corn,  when  the  quan- 
tity to  be  consumed  had  been  diminished.  And  that  Mr. 
Wilson  should  maintain  the  extraordinary  paradox  that 
the  circulation  increases  under  an  adverse  exchange,  is  the 
more  extraordinary  as  he  has  himself  demonstrated  that 
the  first  effect  of  a  drain  of  bullion  is  to  contract  the  circu- 
lation.— (Pp.  221-223.)  He  has  shown,  in  the  tables 
already  referred  to,  that  a  drain  of  bullion  to  the  extent  of 
3,000,000/.  occurring  at  a  time  wThen  the  deposits  in  the 
Bank  were  12,000,000/.,  the  reserve  of  coin  4,000,000/., 
and  the  advances  on  bills  discounted  16,000,000/.,  would 
reduce  the  deposits  to  9,000,000/.  ;  the  advances  upon  dis- 
count to  14,000,000/.,  and  compel  the  Bank  to  replenish 
its  coffers  by  the  sale  of  securities  to  the  amount  of 
2,000,000/.     Thus  the   immediate    effect   of  the   adverse 
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exchange  would  be,  a  decided  diminution  in  the  amount 
of  the  circulating  medium.    From  what  possible  source  can 
it  be  increased  ?  By  the  supposition,  the  circulation  is  wholly 
metallic ;  there  are  no  banks  of  issue ;  all  the  banks,  in- 
cluding the  Bank  of  England,  are  banks   of  deposit   and 
discount,  holding  reserves  of  coin  not  more  than  sufficient 
to  meet  the  demands  of  their  depositors.     Whence  then,  I 
repeat,  is  the  increased  demand  for  money,  caused  by  the 
advance  in  the  price  of  corn,  to  be  supplied  ?   Mr.  Wilson's 
answer  is,  that  "  coincident  with  the  drain  of  bullion  from 
the  banks  to  pay  for  foreign  imports,  there  would  also  be  a 
drain  of  coin  to  increase  the  internal  circulation."     But 
then  Mr.  Wilson  has  demonstated,  that  the  second  drain, 
to  the  amount  of  3,000,000/.,  instead  of  restoring  the  cir- 
culation to  the  amount  from  which  the  first  had  depressed 
it,  would  cause  a  still  more  decided  contraction— would 
reduce  the  deposits  from  12,000,000/.  to  9,000,000/.,  and 
the  advances  on  discounts  from  16,000,000/.  to  14,000,000/., 
while  compelling  the  Bank  to  replenish  its  reserve  by  a 
sale  of  securities,  would  diminish  the  coin  in  the  hands  of 
the  public  by  1,500,000/.* 

Mr.  Wilson  has  shown,  by  irresistible  evidence,  that 
that  portion  of  the  circulation  which  is  placed  at  the  dis- 
posal of  the  Bank  of  England  must  contract  under  an 
adverse  exchange  ;  and  it  can  be  shown  by  strictly  analogous 
and  equally  irresistible  evidence,  that  the  portion  of  the 
circulation  placed  at  the  disposal  of  the  provincial  banks 
must  also  contract  under  the  action  of  an  adverse  exchange. 
Let  us  assume  that  the  aggregate  amount  of  the  capital, 
deposits,  advances,  and  reserves  of  the  provincial  banks 
throughout  the  kingdom  are  exactly  equal  to  the  capital, 
deposits,  reserve,  and  advances  of  the  Bank  of  England,  as 
they  are  stated  to  have  been,  in  Mr.  Wilson's  table,  pre- 
vious to  the  commencement  of  a  drain  of  bullion.     Under 

*  P.  123. 
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this  supposition,  the  aggregate  account  of  the  provincial 
banks  would  stand  thus  : — 


Capital 

.      .  £14,500,000 

Securities        .      .  £10,000,000 

Rest     .     . 

.      .        3,500,000 

Hi  lis  discounted   .      16,000,000 

Deposits    . 

.      .      12,000,000 

Coin    ....       4,000,000 

This  being  the  previous  status  of  the  provincial  banks, 
how  are  they  to  perform  the  functions  assigned  to  them  by 
Mr.  Wilson,  of  furnishing  "  an  increased  quantity  of  coin 
required  for  circulating  the  higher  priced  corn?"  It  is 
self-evident,  upon  Mr.  Wilson's  own  showing,  that  if  any 
portion  of  the  external  drain  of  bullion  should  have  fallen 
on  their  coffers,  the  circulation  placed  at  their  disposal,  as 
well  as  that  placed  at  the  disposal  of  the  Bank  of  England, 
must  have  been  diminished.  But  let  it  be  granted,  that  no 
part  of  the  external  drain  falls  upon  the  provincial  banks, 
and  that  no  demands  are  made  upon  their  deposits,  except 
on  account  of  internal  transactions.  Now  what  would  be 
the  results  of  an  internal  drain  upon  their  deposits,  for  the 
purposes  of  internal  circulation,  to  the  extent  of  3,000,000/.  ? 
Would  the  amount  of  the  medium  of  exchange  be  increased 
or  diminished  ?  Mr.  Wilson's  tabular  illustration  supplies 
the  answer.  The  withdrawal  of  3,000,000/.  from  the  pro- 
vincial banks  would  reduce  their  deposits  from  12,000,000/. 
to  9,000,000/.,  and  their  reserve  from  4,000,000/.  to 
1,000,000/.  This  would  compel  them  to  replenish  their 
coffers  by  reducing  their  advances  upon  discounts  from 
16,000,000/.  to  14,000,000/.;  and  the  final  results  would 
be,  a  diminution  of  3,000,000/.  in  the  amount  of  the  de- 
posits against  which  cheques  might  be  drawn,  and  of 
2,000,000/.  in  the  amount  of  the  advances  upon  commercial 
bills,  with  an  increase  of  1 ,000,000/.  in  the  amount  of  coin 
out  of  the  banks.  The  efficacy  of  the  circulation,  and  its 
action  upon  prices,  would  be  diminished  by  4,000,000/. 

It  must  be  conceded  to  Mr.  Wilson,  however,  that  there 
is  one  conceivable  means  by  which   his  principles  might, 
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for  a  limited  period,  be  brought  into  practicable  operation. 
During  a  dearth  of  corn,  the  people  might  be  enabled  to 
consume  in  nine  months  the  produce  of  the  year ;  and 
during  an  adverse  exchange,  the  banks  might  enlarge  the 
circulation  in  the  hands  of  the  public  by  increasing  their 
advances  from  their  vanishing  reserves.  Famine  and  uni- 
versal bankruptcy  would  be  the  necessary  results  of  a  suc- 
cessful attempt  to  bring  Mr.  Wilson's  principles  into 
practical  operation.  The  Bank  tested  their  value  by  actual 
experiment.  From  January  to  April,  1847,  it  increased, 
in  the  face  of  an  adverse  exchange,  its  advances  to  the 
public  from  its  vanishing  reserve ;  and  the  country  was 
saved  from  the  universal  bankruptcy  to  which  the  further 
prosecution  of  this  course  must  speedily  have  led,  solely  by 
the  positive  restraint  of  the  Act  of  1844.  That  Act,  and 
that  Act  alone,  stopped  the  insane  career  of  the  Bank  in 
April,  and  thus  protected  the  monetary  system  from  the 
convulsion  which  must  otherwise  have  befallen  it  in  May 
or  June. 

Mr.  Wilson  has  propounded  another  doctrine,  at  variance 
with  the  received  principles  of  monetary  science,  which  it 
will  be  proper  to  examine.  He  contends,  that  when  the 
exchanges  have  been  rendered  adverse  by  a  large  importa- 
tion of  foreign  corn,  the  consequent  fall  in  prices  of  com- 
modities, instead  of  increasing  exports  and  checking  the 
drain  of  bullion,  would  diminish  exports  and  render  the 
drain  more  protracted  and  intense.  This  very  novel  and 
startling  doctrine  is  conveyed  in  the  following  passage  : — 

"  Sir  Robert  Peel  has  passed  a  law,  the  great  and 
leading  principle,  as  proclaimed  to  the  world,  of  which  is, 
that  in  the  event  of  an  adverse  exchange  against  this 
country,  and  an  efflux  of  bullion,  our  system  of  currency 
has  within  itself  a  self-acting  principle  of  contraction, 
whereby  the  prices  of  commodities  shall  be  reduced,  in 
order  that  they  may  be   exported  in  preference  to  gold. 
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Now,  let  us — for  an  example  of  the  practical  effect  of  this 
regulation,  and  of  this  proclamation  to  the  world — let  us 
suppose  we  had  a  recurrence  of  such  a  harvest  as  that  of 
1838  or  1839.  On  the  approach  of  the  harvest,  the  stacks 
of  old  wheat  are  exhausted  ;  the  harvest  itself  is  later,  and 
very  defective  ;  prices  rise  rapidly  from  50-v.  to  60*.,  and 
from  GO.  to  /O.v.  the  quarter,  as  in  1838;  a  violent  specu- 
lation commences  in  foreign  wheat ;  two  millions  of  quarters 
are  imported  in  a  few  months ;  the  exchanges  are  rendered 
adverse ;  bullion  flowing  out,  and  every  means  being 
used  to  contract  the  circulation  of  notes,  according  to  the 
prescribed  rule.  What  will  be  the  effect  on  the  pur- 
chasers of  British  manufactures  for  shipment  at  such  a 
time  ?  "Will  a  regulation,  which  has  for  its  professed  object 
the  cheapening  of  goods,  induce  people  to  increase  their 
orders,  or  to  countermand  those  they  have  given  ?  When 
every  day  that  the  adverse  exchange  continues,  is  expected, 
by  the  effect  of  their  currency  regulations,  to  reduce  prices 
still  lower,  is  any  merchant  going  into  the  market  this  week 
to  purchase  what  he  expects  will  be  cheaper  next  week? 
Or  will  he  purchase  next  week  what  a  continuance  of  the 
same  events,  and  a  still  more  adverse  exchange,  lead  him 
to  expect  to  be  cheaper  the  week  after  ? — No.  The  first 
symptom  of  an  adverse  exchange — of  a  drain  of  gold — will 
be  taken  as  a  notice  for  all  foreign  buyers  to  suspend  their 
purchases,  and  to  keep  them  down  to  the  lowest  possible 
point,  from  the  expectation  which  is  thus  held  out  to  them, 
that  as  the  drain  proceeds  in  intensity,  prices  will  become 
lower  and  lower.  Meanwhile  the  manufacturers,  from  a 
similar  anticipation  of  the  action  of  an  adverse  exchange 
on  the  prices  of  their  goods,  will  be  as  eager  to  sell  as 
merchants  will  be  to  abstain  from  buying.  Prices  will  thus 
be  rapidly  and  ruinously  reducing,  the  evils  will  be  greatly 
aggravated,  and  the  object  wile  not  be  ACCOMPLISHED. 
This  regulation   is  the   highest  premium   which  could  be 
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offered  to  abstain  from  the  purchase  of  commodities,  instead 
of  acting,  as  it  is  intended  by  its  authors,  as  a  sure  guarantee 
that  such  purchases  would  increase,  and  arrest  the  drain  of 
gold ;  for,  let  it  be  remembered  that  the  principle  is,  that 
with  an  early  contraction,  and  an  early  reduction  of  the 
price  of  goods,  our  exports  will  be  increased,  and  the  ex- 
changes corrected  at  such  early  period.  Nor  would  the 
evil  end  with  the  merchants  here ;  their  advices  to  their 
constituents  on  the  continent  and  elsewhere  of  the  fall  of 
prices,  and  of  anticipated  further  falls,  would  induce  parties 
abroad  to  retain  the  smallest  possible  stocks  of  goods. 

"  It  is  not  in  a  falling  market  that  people  increase  their 
purchases ;  on  the  contrary,  it  is  then  they  hold  back,  and 
it  is  not  until  the  opinion  becomes  strong  that  prices  have 
seen  the  lowest  point,  and  there  is  a  probability  of  a  rise, 
that  an  inducement  exists  for  increasing  purchases.  Now, 
in  the  case  before  us,  this  point  cannot  arrive  as  long  as  the 
exchange  continues  adverse,  and  bullion  is  undergoing 
diminution,  nor  until  a  turn  in  the  exchanges  would  prove 
that  the  lowest  point  was  passed,  and  an  expectation  became 
general  that  an  influx  of  bullion  would  shortly  follow,  and 
with  it  an  expansion  of  the  currency  and  a  rise  of  prices ; 
so  that  instead  of  inducing  more  extensive  purchases  of 
goods  at  the  early  period  of  the  drain,  these  regulations 
would  have  the  effect  of  delaying  them  till  the  worst  of  the 
evil  was  past,  and  would  thus  tend,  as  we  before  said,  not 
only  to  aggravate,  but  to  protract  the  drain."* 

Brief  remarks  on  this  extraordinary  passage  will  be  suffi- 
cient. When  stating,  in  page  93,  that  the  first  effect  of  an 
adverse  exchange  and  efflux  of  bullion  is  to  lower  prices, 
Mr.  Wilson  failed  to  recollect  that  he  had  stated  in  page  24, 
that  the  first  effect  of  an  adverse  exchange  is  to  raise  prices. 

If  an  adverse  exchange  and  an  efflux  of  bullion  cause  a 

*  Capital,  Currency,  and  Banking,  p.  93. 
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decline  of  prices,  and  if  a  decline  of  prices  prolongs  an 
adverse  exchange  and  an  efflux  of  bullion,  what  is  the 
process  through  which  an  adverse  exchange  and  a  drain  of 
bullion  can  be  arrested  }. 

But  the  above  are  minor  objections,  and  the  whole  passage 
is  one  continuous  mistake.  The  doctrine  that  a  fall  of 
prices  from  an  unfavourable  balance  of  foreign  payments 
checks  the  exportation  of  commodities,  turns  on  a  total  mis- 
apprehension of  the  actual  phenomena  of  the  market. 
Speculative  purchases  for  the  purpose  of  supplying  future 
demand  will  not  be  made  in  a  falling  market ;  but  pur- 
chases for  the  immediate  demands  of  consumers  will  be 
made  in  a  falling  market.  A  dealer  will  not  refuse  to 
replace  his  stock  and  to  supply  his  daily  and  weekly  cus- 
tomers at  the  ordinary  profits  yielded  by  existing  prices, 
under  the  expectation  that  he  may  be  able  to  replace  his 
stock  on  cheaper  terms  upon  a  future  day.  Let  us  apply 
this  principle  of  certain  and  immediate  advantage,  which  is 
ever  operating  in  the  transactions  of  the  home  market,  to 
Mr.  Wilson's  doctrine,  that  a  progressive  fall  of  prices, 
caused  by  an  unfavourable  balance  of  foreign  payments, 
checks  exportation,  and  thus  prolongs  and  increases  the 
unfavourable  balance.  A  deficient  harvest  causes  a  large 
importation  of  foreign  corn,  and  turns  the  exchanges  against 
us.  A  merchant  orders  1000  quarters  of  wheat  from  Dant- 
zic,  and  thereby  incurs  a  foreign  debt  which  he  engages  to 
pay  at  a  specified  time.  Now,  this  debt  must  be  paid  at  the 
given  time,  and  the  merchant  has  no  alternative.  He  must 
pay  on  the  appointed  day.  He  has  the  option,  however, 
of  discharging  his  obligation  either  by  a  bill  of  exchange 
for  1000  ounces  of  gold,  payable  in  Dantzic,  or  by  the  ex- 
portation of  such  a  quantity  of  British  goods  as  will  realize 
1000  ounces  in  the  Dantzic  market.  The  question,  there- 
fore, is,  in  which  of  these  mediums  will  he  balance  his 
account  with  his  Dantzic  correspondent  ?     The  state  of  the 
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exchanges  and  of  the  relative  scale  of  prices  are  such  that 
he  must  pay  1050  ounces  for  a  bill  for  1000  ounces,  payable 
in  Dantzic,  while  he  can  purchase  in  the  British  market  for 
1000  ounces  a  quantity  of  goods  which  can  be  sold  in  the 
Dantzic  market  for  1100  ounces  over  and  above  the  cost  of 
carriage.  He  would  lose  5  per  cent,  by  making  his  pay- 
ment by  bill;  he  would  gain  10  per  cent,  by  effecting  it  by 
the  exportation  of  commodities.  But  the  prices  of  com- 
modities are  falling  in  the  British  market  under  the  action 
of  the  drain  of  bullion  ;  and  there  is  a  reasonable  proba- 
bility that  in  another  month  or  two  they  may  suffer  a 
further  fall  of  10  per  cent.  Will  the  merchant  incur  an 
immediate  loss  of  5  per  cent.,  and  forego  an  immediate 
profit  of  10  per  cent.,  under  the  expectation  that  upon  a 
future  day  he  may  be  able  to  export  goods  to  Dantzic  at  a 
profit  of  20  per  cent  ?  If  Mr.  Wilson's  doctrine,  that  a  fall 
of  prices  checks  importation,  be  correct,  he  would  commit 
the  absurdity. 

When  Mr.  Wilson  has  read  his  own  figures  aright, 
and  placed  banking  reserves  where  he  has  himself  de- 
monstrated that  they  ought  to  be  placed,  he  will  perceive 
that  his  objections  to  the  Act  of  1844  are  based  upon 
assumptions  contrary  to  fact ;  that  his  elaborate  answers  to 
the  arguments  of  Mr.  Loyd  are  nullified  by  his  own  admis- 
sions, and  that  the  novel  principles  of  currency  and  banking 
which  he  has  propounded  are  paradoxes  which  vanish  at 
a  touch.  Although  in  other  departments  of  political 
economy,  his  reputation  and  his  authority  are  deservedly 
high,  yet  he  has  not,  hitherto,  bestowed  the  requisite 
amount  of  concentrated  attention  on  the  elementary  prin- 
ciples of  monetary  science.  He  has  an  exhaustless  fountain 
of  "  thought  and  of  lore,"  but  the  waters  are  wasted  over 
a  wide  expanse  of  shallows  and  of  falls,  instead  of  usefully 
flowing  in  a  navigable  stream. 


151 


CHAPTER  V. 


PRACTICAL   OBJECTIONS    ANSWERED— THE    QUARTERLY    RE- 
VIEW-MR.  FULLARTON— MR.  TOOKE— MR.  DANSON. 


It  is  objected  that  one  main  object  of  the  Act,  namely,  that 
of  causing  the  circulation  to  expand  and  contract  as  bullion 
should  flow  into  or  out  of  the  coffers  of  the  Bank,  has  not 
been  attained ;  and  the  Bank  returns  are  triumphantly 
referred  to  as  showing  that,  while  the  circulation,  during 
the  operation  of  the  Act,  has  been  exceedingly  even,  the 
bullion  has  been  affected  by  very  extensive  oscillations. 
Now,  it  will  be  seen,  upon  an  actual  inspection  of  these 
same  returns,  that  they  establish  the  most  complete  con- 
formity of  fluctuation  between  the  circulation  and  the 
bullion.  In  no  one  instance  has  any,  the  slightest,  de- 
viation from  this  conformity  occurred.  From  the  day  on 
which  the  Act  came  into  operation  to  the  present  time, 
each  successive  return  has  shown  that,  week  by  week,  from 
the  7th  September,  1S44,  to  January,  1848,  the  amount  of 
circulation  has  been  14,000,000/.  plus  the  amount  of 
bullion  in  the  Issue  Department.  So  long  as  the  Bank 
Directors  obey  the  provisions  of  the  Act,  by  confining  their 
issues  upon  securities  to  14,000,000/.,  and  by  allowing 
their  further  issues  beyond  that  amount  to  increase  or 
diminish  as  bullion  flows  into  or  out  of  their  coffers,  it 
must  amount  to  a  contradiction  of  terms  to  affirm  that  the 
circulation  does  not  fluctuate  in  exact  conformity  to  the 
fluctuations  of  the  bullion. 

The   opponents   oi'  the  Act  seek  to  escape  from  this  ab- 


152 

surdity  by  contending  that  the  reserve  of  notes  held  by  the 
Banking  Department  to  meet  the  demands  of  depositors 
have  not  been  issued  to  the  public,  and  therefore  do  not 
constitute  a  portion  of  the  circulation.     In  so  contending, 
they  either  totally  misapprehend  or  wilfully  misrepresent 
the  facts.     The  notes  held  as  the  reserve  of  the  Banking 
Department  are  notes  which  have  been  circulated  to  the 
public  by  the  Issue  Department,  and  which  have  been  de- 
posited by  the  public  in  the  Banking  Department.    Let  us 
examine  the  question  in  detail: — on  the  7th  of  August,  notes 
to  the  amount  of  13,456,000/.  had  been  paid  into  the  Bank- 
ing Department  as  public  and  private  deposits.     Of  these 
notes,  placed  in  their  hands  for  safe  custody,  the  directors 
lent  out  9,510,000/.  upon  securities  bearing  interest,  and 
retained  3,946,000/.  as  a  reserve  to  meet  the  demands  of 
the  depositors.    Is  is  obvious  that  this  reserve  of  3,946,000/. 
was  the  property,  not  of  the  Bank,  but  of  the  public.     Had 
the  whole  of  the  deposits  of  13,450,000/.  been  placed,  for 
safe  custody,  with  the  several  banking  establishments  in 
Lombard-street,  it  could  not  be  denied  that  the  portions  of 
that  sum  retained  in  the  coffers  of  these  establishments  to 
meet  the  occasional  demands  of  their  depositors  were  part 
and  parcel  of  the  circulation.     It  is   not  denied,  on  the 
contrary  it  is  universally  admitted,  that  the  notes  consti- 
tuting the  reserve  of  a  private  bank  of  deposit  and  discount 
form  a  part  of  the  circulation.     Now,  the  opponents  of  the 
Act  of  1 844  admit  in  express  terms  that  it  places  the  Bank- 
ing Department  of  the  Bank  of  England  on  the  self  same 
footing  with  a  private  bank  of  deposit  and  discount.     We 
are  told  in  express   terms,  by  a  writer  in   the    Quarterly 
Review,  "  that  the  treasury  of  the  Banking  Department  is 
placed  in  precisely  the  same  position  with  reference  to  the 
quantity  of  the  outstanding  circulation  as  the  treasuries  of 
any  of  the  banking-houses  in  Lombard-street.     It  can  only 
obtain  notes  by  presenting  gold :  and  it  can  only  obtain 
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gold  by  presenting  notes.  Whatever  quantity  of  notes  and 
coin,  therefore,  may  be  reserved  in  the  Banking  Depart- 
ment constitute  the  cash  reserve  of  that  department,  and 
correspond  in  every  particular  to  the  reserve  of  notes 
and  coin  retained  by  a  private  banker  to  meet  the  de- 
mands of  his  daily  business."*  The  Reviewer,  after  having 
made  these  ample  admissions,  proceeds  with  admirable 
alacrity  to  turn  his  back  upon  himself.  He  says, — "  We 
have  already  endeavoured  to  explain  that  the  reserve  of 
notes  and  coin  in  the  Banking  Department  of  the  Bank 
of  England  is,  in  effect  and  intention,  a  reserve  of  bullion. 
But,  if  this  interpretation  be  the  true  one,  and  if  the 
notes  in  the  drawers  of  the  Banking  Department  are 
in  reality  so  many  vouchers  for  bullion,  it  appears  alto- 
gether undeniable  that  the  great  object  of  the  Act  of 
1844,  namely,  the  conformity  of  fluctuation  between  the 
circulation  and  the  bullion,  has  never  yet  been  attained  in 
a  single  instance.  Nothing  can  be  more  palpable  on  the 
face  of  the  returns  since  1844  than  that  the  circulation 
during  the  intervening  period  has  been  exceedingly  even, 
while  the  bullion  has  been  affected  by  very  extensive 
oscillations.  Here,  then,  we  encounter  another  dilemma. 
If  the  term  '  circulation'  is  to  be  held  to  convey  the  mean- 
ing which  it  always  conveyed  hitherto,  and  which  appears 
to  be  the  only  reasonable  meaning  that  can  be  assigned  to 
it ;  that  is  to  say,  if  by  *  quantity  of  circulation '  we  are  to 
continue  to  understand  '  quantity  of  notes  in  the  hands  of 
the  public,'  then  the  question  is  at  an  end,  for  it  is  quite 
certain  that  the  Act  of  1814  has  entirely  failed  to  produce 
a  uniformity  of  fluctuation  between  the  notes  in  the  hands 
of  the  public  and  the  bullion  in  the  Bank  of  England.  On 
the  other  hand,  if  the  reserve  of  notes  in  the  Banking  De- 
partment is  to  be  called  '  circulation,'  notwithstanding  the 

*  Quarterly  la-view  for  July,  p.  258. 
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fact  that  these  notes  have  never  been  circulated  at  all;  and 
by  this  new  application  of  the  term  an  apparent  harmony 
is  to  be  established  between  the  scheme  of  the  statute  and 
the  course  of  events,  it  will  be  obligatory  on  the  currency 
theorists  to  prove  that  this  portion  of  the  Bank  issues  which 
remains  z^icirculated  exercises  the  same  influence  over  trade 
and  prices  which,  according  to  their  view,  is  so  powerfully 
exercised  by  the  notes  circulated,  and  that  the  two  masses 
of  paper  are  every  way  identical  in  function." — p.  258. 

The  advocates  of  the  Act  are  exonerated  from  the  per- 
formance of  the  task  which  the  Reviewer  has  thus  assigned 
to  them,  inasmuch  as  the  Reviewer  himself  has  performed 
it  to  their  hands.  He  states,  as  has  been  already  shown, 
that  "  whatever  quantity  of  notes  may  be  reserved  in  the 
drawers  of  the  Banking  Department,  correspond  in  every 
particular  to  the  reserve  of  notes  and  coin  retained  by  a 
private  banker  to  meet  the  demands  of  his  business." 
Upon  the  Reviewer's  own  showing,  therefore,  the  notes 
constituting  the  cash  reserve  of  the  Banking  Department  of 
the  Bank  of  England  exercise  the  same  influence  upon 
trade  and  prices  which  is  exercised  by  the  notes  constitut- 
ing the  cash  reserves  of  private  bankers.  The  Reviewer 
does  not  appear  to  comprehend  the  import  and  bearing  of 
his  own  admissions  and  statements.  He  tells  us  that  the 
notes  constituting  the  cash  reserve  of  the  Banking  Depart- 
ment do  not  form  a  part  of  the  circulation,  because  "  they 
are,  in  reality,  merely  vouchers  for  so  much  bullion,"  and 
because  "  the  receiver  can  convert  them  into  coin  by  cross- 
ing the  quadrangle  into  the  hall  of  the  Issue  Department." 
Now,  as  the  notes  constituting  the  cash  reserve  of  the 
Banking  Department  correspond  in  every  particular  to  the 
reserve  of  notes  retained  by  a  private  banker,  it  follows, 
upon  the  principles  of  the  Reviewer,  that  the  notes  held  by 
private  bankers  cannot  form  any  part  of  the  circulation, 
because  they  are  merely  vouchers  for  so  much  bullion,  and 
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because  they  can  be  converted  into  coin  by  crossing  the 
street  into  the  Issue  Department  of  the  Bank  of  England. 
But  this  is  not  all.     While  the  convertibility  of  the  bank- 
note is  maintained,  the  notes  in  the  hands  of  the  public  at 
large,  no  less  than  the  notes  held  by  private  bankers,  are 
vouchers  for  bullion,  and  may  be^converted  into  coin  upon 
demand,  and  therefore  cannot,  according  to  the  language 
and  reasoning  of  the  reviewer,  form  part  of  the  circulation. 
Mr.  Danson,  one  of  the  most  able,  and,  at  the  same  time, 
one  of  the  most  candid  opponents  of  the  Act  of  1844,  has 
given,  in  a  paper  published  in  the  Journal  of  the  Statistical 
Society,   elaborate  tables  and  diagrams,  for  the  purpose  of 
showing  that  the  Act  has  not  produced  the  intended  effect  of 
causing  the  amount  of  Bank  of  England  notes  in  circulation 
to  fluctuate  with  the  amount  of  bullion  in  the  Bank.     He 
"  obtains  the  amount  of  the  circulation  by  deducting  from 
the  notes  issued  by  the  Issue  Department  the  notes  retained 
in  the  Banking  Department,  and  adding  to  the  remainder 
the  seven  days'  bills  ;"   and  he  succeeds  in  proving  that, 
when  thus  obtained,  the  circulation  has  not  fluctuated  with 
the  bullion.     Mr.  Danson,  however,  has  the  candour  to 
admit  that  "  the  separation  of  the  Issue  Department  from 
the  Banking  Department  appears  to  have  been  intended 
to  place  the  latter  in  the  same  position,  in  reference  to  the 
Issue  Department,  as  any  other  establishment  in  London  ;' 
that  the  separation  of  functions  "  seems  fairly  to  include 
the  idea  that  the  notes  in  the  drawers  of  the  Department  of 
Banking  are  as  much  in  circulation  as  though  they  were  in 
those  of  any  other  bank ; "  and  that,  "  if  the  word  circu- 
lation   be    used    in  this   sense,   the  question  whether   the 
circulation  has  fluctuated  with  the  bullion  must,  of  course, 
be  answered  in  the  affirmative." 

It  has  been  pertinaciously  urged  as  an  objection  to  the 
Bill,  that  it  was  brought  forward  as  a  sovereign  specific 
against  the  vicissitudes  of  commercial  credit  ;  that  the  pre- 
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dictions  of  its  advocates  have  been  falsified  by  the  result ; 
and  that,  regarded  as  a  means  of  preventing  reckless  specu- 
lation and  monetary  pressure,  the  measure  has  signally 
failed.  This  objection  proceeds  upon  a  false  assumption  : 
it  is  altogether  irrelevant.  It  has  not  the  remotest  bearing 
on  the  question  at  issue.  Had  the  over-sanguine  advocates 
of  the  Act  supported  it  upon  the  grounds  that  it  was  to 
rectify  the  irregularities  of  the  seasons,  and  the  miscalcula- 
tions of  commercial  adventure,  the  failure  of  the  predicted 
miracle  would  have  proved,  not  that  the  Act  itself  had 
been  a  failure,  but  that  its  too  sanguine  promoters  had 
over-estimated  its  possible  effects.  But  the  promoters  of 
the  Act  carefully  guarded  themselves  from  this  species  of 
error.  They  supported  the  measure  on  the  ground  that  its 
effects  would  be,  to  secure  the  convertibility  of  the  bank- 
note, to  maintain  the  circulation  at  the  same  level,  as  regards 
its  amount  and  its  value,  to  which  a  metallic  circulation 
would  conform;  and  thus  to  prevent  the  occurrence  of 
commercial  revulsions  and  monetary  pressure  greater  than 
those  which  would  recur  were  the  circulation  wholly  me- 
tallic. That  the  intentions  and  the  expectations  of  the 
promoters  of  the  Act  were  thus  limited,  was  (as  has  been 
already  shown)  most  distinctly  stated  by  Sir  Charles  Wood 
and  by  Mr.  Loyd,  and  was  also  clearly  explained  by  Mr. 
Raikes  Currie,  in  his  able  speech  in  support  of  the  Bill. 

It  cannot  but  be  matter  of  surprise,  that  in  the  face  of 
these  explicit  statements  of  the  leading  promoters  of  the 
Act  of  1844,  a  writer  so  intelligent  and  so  candid  as  Mr. 
Danson  should  have  so  entirely  misconceived  the  object  of 
that  measure,  and  the  nature  of  its  operation,  as  to  contend 
that  the  Act  must  be  regarded  as  a  failure  because  it 
failed  to  prevent  the  excessive  railway  speculations.  After 
entering  into  details  which  prove  that,  including  all  the 
schemes  in  which  scrip  or  letters  of  allotment  were  actually 
selling  in  the  market  at  a  premium  in  July,  September, 
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and  August,  1845,  and  the  sums  for  the  raising  of  which 
for  railways  alone  cannot  be  estimated  at  less  than 
500,000,000/.,  and  showing,  by  a  reference  to  the  Bank 
Returns,  that  during  those  months  in  which  the  purchases 
and  sales  of  railway  property  were  most  numerous  and  ex- 
tensive— while  everybody  was  buying  and  selling  shares — 
that  portion  of  the  circulating  medium  which  consisted  of 
Bank  of  England  notes  was  very  slightly  if  at  all  increased, 
and  that  it  reached  its  greatest  amount  when  the  prices  of 
shares  were  lowest — when  everybody  had  ceased  to  specu- 
late, and  the  number  and  amount  of  transactions  were 
reduced  to  the  lowest  poin!;  by  discredit — Mr.  Danson 
deduces  the  following  conclusion  from  the  array  of  facts 
and  figures  thus  laboriously  presented  : — 

"  It  seems  to  follow,  either  that  an  increase  in  the  amount 
of  the  circulating  medium  is  not  necessary  to  support  the 
most  extensive  speculations,  or  that  the  amount  of  Bank  of 
England  notes  in  circulation  affords  no  index  to  the  amount 
of  the  circulating  medium  ;  either  of  which  conclusions  is, 
of  course,  fatal  to  the  theory  on  which  the  Act  of  1844  is 
founded." 

Now,  neither  of  these  conclusions  is  fatal  to  the  theory 
on  which  the  Act  is  founded.  They  are  both  in  conformity 
with  it.  The  theory  on  which  the  Act  is  founded  is,  that 
a  currency,  consisting  of  coin  and  convertible  notes,  should 
be  made  to  correspond  in  amount  and  value  to  a  purely 
metallic  currency.  Mr.  Danson  falls  into  a  complete  mis- 
conception when  he  assumes  that  it  is  part  of  this  theory 
that  an  increase  of  circulating  medium  is  necessary  in  order 
to  support  an  increase  of  speculation,  and  that  the  amount 
of  the  currency  is  an  index  to  the  amount  of  the  circulating 
medium.  Under  currencies  purely  metallic,  the  most  ex- 
tensive speculations  have  been  supported  without  any 
increase  of  the  circulating  medium,  and  the  amount  of  the 
coin  in  circulation  has  afforded  no  index  to  the  amount  of 
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the  various  forms  of  credit  by  which  currency  is  economized. 
It  follows  as  a  necessary  consequence,  that  under  a  mixed 
currency  of  coin  and  convertible  notes,  regulated  on  the 
metallic  principle,  an  increase  in  the  circulating  medium  is 
not  necessary  to  increased  speculation,  and  that  the  amount 
of  the  circulation  is  no  index  to  the  amount  of  the  circulating 
medium.  These  conclusions  are  verified  by  facts.  In 
Hamburgh,  where  the  whole  of  the  Bank  circulation  is 
issued  upon  bullion,  and  where  no  increase  of  that  circula- 
tion can  be  effected,  except  through  an  influx  of  treasure, 
over-trading  and  ruinous  speculation  have  not  unfrequently 
occurred.  As  it  was  not  the  object  of  the  Act  of  1844  to 
render  our  currency  more  perfect,  as  regards  uniformity  of 
amount  and  value,  than  a  purely  metallic  currency,  so  it 
could  have  been  no  object  of  that  measure  to  prevent  those 
excessive  speculations  of  which  a  purely  metallic  currency 
cannot  operate  as  a  preventive. 

The  following  passage  from  a  publication  by  Mr.  Nor- 
man, in  which  the  most  enlightened  views  on  currency 
and  banking  are  enunciated,  will  convince  Mr.  Danson 
that  it  was  not  the  object,  and  that  it  could  not  by  possibi- 
lity have  been  the  effect,  of  the  Act  of  1844,  to  prevent 
extravagant  and  excessive  speculation  : — 

"  Mr.  Loyd  well  observes,  that  in  examining  what  we 
are  in  the  habit  of  calling  the  state  of  trade,  we  find  it 
subject  to  certain  conditions  which  are  periodically  re- 
turning ;  it  revolves  apparently  in  an  established  cycle. 
First  we  find  it  in  a  state  of  quiescence — next  improve- 
ment —  growing  confidence  —  prosperity  —  excitement  — 
over-trading  —  convulsion — pressure — stagnation — distress 
— ending  again  in  quiescence.  Now  this  established 
cycle  will  be  found  in  countries  like  France  or  Holland, 
before  the  revolution,  in  both  of  which  the  currency  for 
practical  purposes  may  be  considered  as  metallic,  with  its 
conditions  as  plainly,   if  not  as   strongly,   marked   as   in 
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England  or  America.  Experience  shows  us,  that  in  such 
countries,  and  during  periods  when  no  variation  in  the 
value  of  gold  and  silver  was  suspected,  mercantile  excite- 
ment and  a  spirit  of  wild  speculation  have  nevertheless 
appeared  occasionally  with  all  their  attendant  mischiefs ; 
and  there  were  so  many  causes  pointing  this  way  in  opera- 
tion previously  to  the  panic  of  1825  and  our  late  disaster, 
that  no  rational  doubt  can  be  entertained,  but  that  had  no 
such  thing  as  a  bank-note  then  existed  in  England,  the 
years  1825,  1826,  and  1837,  would  still  have  brought  with 
them  a  numerous  train  of  mercantile  disasters.  At  the 
time  of  the  South  Sea  bubble  the  Bank  of  England  circu- 
lation was  very  small,  and  increased  slowly,  and  that  of  other 
issuers  was  in  its  infancy,  yet  the  infatuation  which  then 
prevailed  far  suppassed  what  has  been  seen  in  our 
davs.* 

The  writer  in  the  Quarterly  Review,  while  adopting  all 
the  misconceptions  and  fallacies  of  Mr.  Danson,  falls  into 
others  peculiarly  his  own.  He  contends,  that  if  the  theory 
regarding  the  issue  of  bank-notes  upon  which  the  Act  of 
1844  has  been  founded  be  correct,  "  the  following  results 
ought  to  be  palpable  on  the  evidence"  : — 

"  1.  That  with  greater  population  and  greater  trade,  and 
consequently  a  greater  number  of  applicants  at  the  banker's 
counter,  there  ought  to  be  a  greater  amount  of  circulation. 
2.  That  with  more  issuing  banks,  there  ought  to  be  more 
issue.  3.  That  in  a  country  abounding  with  banking 
facilities,  the  quantity  of  circulation  ought  strikingly  to 
exceed  that  which  obtains  amongst  a  people  possessing  a 
less  perfect  and  less  extended  system  of  banking  institutions. 
4.  That  in  the  same  country,  the  distribution  of  the  great 
masses  of  circulation  ousdit  to  be  coincident  with  the  dis- 


*  Currency  and  Banking,  j>.  39. 
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tricts  of  greatest  population,  the  most  extensive  trade,  and 
the  most  adventurous  activity." 

The  reviewer  then  proceeds  through  several  pages  to 
show,  that  these  several  results  have  never  been  realized, 
and  then  exultingly  infers  from  their  non-existence,  which 
he  certainly  succeeds  in  establishing,  that  the  doctrine  upon 
which  the  Act  is  founded  is  in  great  jeopardy.  Now  if  the 
Reviewer  had  been  familiar  with  the  most  obvious  principles 
of  monetary  science,  he  would  have  seen  that  the  results, 
the  existence  of  which  he  affirms  to  be  essential  to  the 
soundness  of  the  principle  of  currency  on  which  the  Act  is 
founded,  and  the  non  existence  of  which,  according  to  his 
process  of  reasoning,  is  fatal  to  that  measure,  could  not  by 
possibility  occur  under  any  system  of  currency  whatever. 
Whether  the  currency  be  well  or  ill  regulated — whether  it 
be  convertible  or  inconvertible,  or  wholly  metallic — the 
amount  required  to  effect  a  given  number  and  extent  of 
transactions  must  necessarily  diminish  as  banking  facilities 
increase.  On  this  point  the  Reviewer  gives  ample  evi- 
dence against  himself.  He  tells  us,  that  "  the  tendency 
of  every  progressive  step  in  the  career  of  a  commercial 
people  is  to  place  them  more  and  more  above  the  influences 
of  variations  in  the  amount  of  their  circulating  medium ;" 
that  "  their  system  of  Credit,  and  their  resources  and  faci- 
lities of  capital  first  economize  and  then  almost  entirely 
supersede  the  ordinary  functions  of  money,  except  for  the 
purposes  of  retail  trade  and  the  payment  of  wages ;"  that 
"  transactions  which  originally  could  not  be  settled  without 
the  intervention  of  coin,  come  by  and  by  to  be  liquidated 
by  bank-notes  ;"  that  "  the  use  of  these  notes  is  found  to 
involve  a  needless  amount  of  trouble  and  risk,  the  whole 
of  which  may  be  safely  and  satisfactorily  avoided  by  a 
cheque  ;"  and  that  "  through  the  medium  of  the  banker's 
clearing-house,  the  cheques  so  created  are  cancelled  daily 
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to  a  perfectly  astounding  extent  by  the  exchange  of  the 
veriest  fraction  of  the  circulating  formula." — P.  232. 

It  follows  as  a  necessary  consequence  from  the  facts  thus 
clearly  and  correctly  stated,  that  upon  the  principle  upon 
which  the  Act  of  1844  is  founded,  namely,  that  of  causing 
the  currency  to  vary  in  amount  and  in  value  as  a  purely 
metallic  currency  would  vary,  results  directly  the  reverse  of 
those  affirmed  by  the  Reviewer  ought  to  be  palpable  on  the 
face  of  the  evidence — that  with  greater  population  and 
greater  trade,  and  consequently  a  greater  number  of  appli- 
cations at  the  banker's  counter,  there  ought  to  be  a  less 
amount  of  circulation  ;  that  with  more  issuing  banks  there 
•  ought  to  be  less  issue ;  that  in  a  country  abounding  with 
banking  facilities,  that  is,  with  the  means  of  economising 
the  use  of  money  or  circulation,  the  quantity  of  circulation 
ought  strikingly  to  fall  short  of  that  which  obtains  among  a 
people  possessing  a  less  perfect  and  less  extended  system 
of  banking  institutions ;  and  that  in  the  same  country,  the 
distribution  of  the  least  masses  of  circulation  ought  to  be 
coincident  with  the  districts  of  the  greatest  population,  the 
most  extensive  trade,  and  the  most  adventurous  activity. 

The  inconsistencies  of  the  Reviewer  become  still  more 
conspicuous  when  he  proceeds  to  support  a  singular  fallacy 
advanced  by  Mr.  Tooke,  and  subsequently  adopted  by  Mr. 
Fullarton — that  the  separation  of  functions  weakens  the 
position  of  the  Bank,  and  may  cause  the  insolvency  of  the 
Department  of  Banking,  while  the  Department  of  Issue  holds 
an  abundant  reserve  of  treasure.  A  brief  explanation  may 
be  requisite  in  order  to  present  the  nature  of  Mr.  Tooke's 
objection  distinctly  before  our  readers.  Under  the  former 
law,  the  Bank  could  provide  for  the  drafts  of  its  depositors 
by  new  issues  of  paper  money,  and  was  therefore  enabled  to 
re-advance  the  whole  of  its  deposits  upon  securities,  the 
reserve  of  bullion  being  equally  applicable  to  the  payment 
of  its  notes  and  the  repayment  of  its  deposits.     Under  the 
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present  law,  the  whole  of  the  reserve  of  bullion  against 
which  notes  are  issued,  is  held  by  the  Department  of  Issue 
for  the  sole  and  exclusive  purpose  of  securing  the  con- 
vertibility of  the  note  circulation ;  and  consequently  the 
Department  of  Banking  is,  in  common  with  all  other 
banking  establishments,  prevented  from  re-advancing  the 
whole  of  its  deposits  upon  securities,  and  compelled  to  retain 
a  portion  of  them  as  a  cash  reserve  in  coin  or  notes  for 
meeting  the  demands  of  its  customers.  This  alteration  of 
the  law  Mr.  Tooke  regards  as  endangering  the  stability  of 
the  Bank ;  and  the  reviewer  advances  the  following  argu- 
ment in  support  of  Mr.  Tooke's  objection  : — 

"  It  is  important  to  impress  upon  our  readers  the  real 
nature  of  the  alteration  effected  in  the  condition  of  the 
Bank  by  the  separation  of  departments.    The  Issue  Depart- 
ment is  literally  a  piece  of  mechanism ;  it  has  no  discretion  : 
its  whole  business  consists  in  giving  notes  for  gold  and 
gold  for  notes.     Consider,  for  example,  the    state  of  the 
Bank  funds  on  the  15th  of  May,  1847.     On  that  day  the 
Issue  Department  held  5,174,000/.  of  treasure  against  a  cir- 
culation (ex  facie)  of  19,174,000/.     So  long,  therefore,  as 
the  circulation  remains  above  14,000,000/.,  and  the  inte- 
grity of  the  Issue  Department  is  preserved,  the  notes  will 
be  strictly  convertible.     On  the  same  day  (May  15th)  the 
Banking  Department  held  a  cash  reserve  in  gold  and  silver 
of  4,695,782/.  against  a  gross  total  of  liabilities  amounting 
to  31,907,000/.     If,  therefore,  by  some  disastrous  conjunc- 
ture of  events,  a  panic  should  seize  the  depositors,  and 
claims  to  the  extent  of  5,000,000/.  should  be  simultaneously 
presented  at  the  counter  of  the  Banking  Department,  the 
consequences  are  obvious :  that  division  of  the  Bank  must 
suspend  payment,  notwithstanding  that  in  the  next  room 
there   might  be   a  hoard  of  gold    reaching    upwards    of 
5,000,000/.     This  certainly  would  be  a  climax|of  the  most 
extreme  absurdity." 
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It  is  difficult  to  select  appropriate  terms  in  dealing  with 
this  extraordinary  statement.     It  would  seem  to  contain 
something  very  like   a   falsification  of  the  Bank  returns. 
According  to  these  returns,  as  published  in  the  "  Gazette  " 
for  the  15th  of  May,  1847,  the  bullion  in  the  Issue  Depart- 
ment was  not  5,174,000/.,  but  8,907,000/.;  and  the  circu- 
lation not  19,174,000/.,  but  22,907,000/.;   while,  in  the 
Banking  Department,  the  cash  reserve  was  not  4,095,700/. 
in  gold  and  silver,  but  902,000/.  in  gold  and  silver,  and 
3,793,000/.  in  notes,  against  liabilities  amounting,  not  to 
31,907,000/.,    but    to    13,894,000/.,    and     consisting    of 
13,070,000/.  of  deposits,  and  824,000/.  of  seven  days'  bills. 
The  conclusions  of  the  Reviewer  are  as  worthless  as  his 
facts.     Had  a  concurrence  of  disastrous  events  in  May, 
1847,  created  a  panic  amongst  the  depositors,  and  caused  a 
simultaneous  demand  upon   the  Banking  Department  of 
5,000,000/.,  it  would  not,  as  he  erroneously  infers,  have 
been  compelled  to  suspend  payment.     Holding  a  reserve 
to  the  amount  of  4,095,000/.,  and  private  securities  alone 
to  the  amount  of  10,000,000/.,  the  Directors  would  have 
met  the  demand  by  a  sale  of  securities  to  the  amount  of 
400,000/.     On  the  liquidation  of  this  demand,  the  liabilities 
would  have  been  reduced  from  13,894,000/.  to  8,894,000/., 
and  therefore  a  further  diminution  of  securities   to   the 
extent  of  3,000,000/.  would  have  restored  the  reserve  to 
one-third  of  the  liabilities,   and  have   thus   replaced   the 
Department  of  Banking  in  its  former  state  of  security.  Let 
us  recur  to  the  conclusions  presented  by  the  Reviewer. 
He  says — 

"  Setting  extreme  cases  out  of  the  question,  it  is  perfectly 
plain  that  the  policy  of  the  Directors  must  be  guided 
almost  solely  by  the  fluctuations  of  the  reserve.  On  the 
adequacy  of  the  reserve  to  meet  all  the  daily  exigencies  of 
the  office  depends  the  preservation  of  the  character,  and  to 
a  great  extent  the  existence  of  the  whole  establishment. 
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Whenever  the  amount  of  that  reserve  descends  to  a  point 
which  endangers,  or  has  the  appearance  of  endangering, 
the  prompt  fulfilment  of  the  Bank's  engagements,  the 
latitude  of  their  discretion  is  reduced  to  a  very  simple 
alternative.  They  must  either  make  a  most  signal  sacrifice 
of  themselves  and  their  constituents,  or,  utterly  regardless 
of  the  destruction  which  may  be  overtaking  the  commercial 
interests  of  the  country,  they  must  inexorably  enforce  a 
rigid  system  of  limitation  and  denial  to  all  the  applications 
of  borrowers.  Nor  could  there  possibly  be  any  mitigation 
of  this  state  of  things,  even  if  the  amount  of  bullion  in  the 
two  departments  was  not  ten,  but  fifty  millions.  The 
controlling  and  vital  point  is,  the  separate  amount  of  the 
banking  reserve.  The  Directors  are  chained  to  the 
necessity  of  regulating  their  measures  by  that  reserve  ;  and 
however  they  may  covet  the  superabundant  treasures 
which  choke  the  solitary  vaults  of  the  Department  of  Issue, 
their  wishes  and  their  regrets  will  be  as  ineffectual  as  if  the 
money  was  in  the  Bank  of  Pekin  instead  of  in  the  Bank  of 

England."* 

Let  us  test  the  principles  of  the  Reviewer,  moral  and 
economical,  by  applying  them  to  the  case  of  a  private  bank 
in  Lombard  Street.  We  will  suppose  that  the  capital  of 
the  firm  is  300,000/.;  that  its  deposits  also  amount  to 
300,000/. ;  that  the  capital  and  two-thirds  of  the  deposits 
are  invested  in  Government  securities,  and  in  the  discount 
of  commercial  bills ;  and  that  the  remaining  one-third  of 
the  deposits  is  retained  in  the  coffers  of  the  bank  to  meet 
the  demands  of  the  depositors.  Persons  not  initiated  in 
the  new  principles  of  monetary  science  discovered  by  Mr. 
Tooke,  might  think  that  this  was  a  tolerably  strong  bank, 
and  one  which  might  conduct  its  business  with  considerable 
advantage  and  perfect  security.     But  not  so  the  Reviewer. 

*  P.  260. 
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The  partners  would  be  chained  to  the  hard  necessity  of 
regulating  their  measures  by  their  cash  reserve.  Whenever 
the  amount  of  that  reserve  descended  to  a  point  which 
endangered,  or  had  the  appearance  of  endangering,  the 
perfect  fulfilment  of  their  engagements,  the  latitude  of 
their  discretion  would  be  reduced  to  a  very  simple 
alternative.  They  must  either  make  a  signal  sacrifice  of 
themselves,  or,  utterly  regardless  of  the  destruction  which 
might  be  overtaking  their  customers,  they  must  inexorably 
enforce  a  rigid  system  of  limitation  and  denial  to  all  the 
applications  of  borrowers.  Should  the  customers  who  had 
deposited  300,000/.  in  their  hands,  draw  out  100,000/., 
being  the  amount  of  the  reserve,  it  would  be  quite 
impossible  for  the  partners  to  replenish  their  coffers  by 
selling  out  any  portions  of  their  available  securities, 
amounting  to  500,000/.  They  would  be  compelled  to  stop 
payment,  although  there  might  be  cash  in  the  drawers  of 
the  bank  next  door,  to  the  extent  of  1 50,000/. ;  and,  how- 
ever they  might  covet  their  neighbour's  superabundant 
treasure,  the  barbarous  severity  of  the  law  would  prevent 
them  from  breaking  open  his  strong  box,  under  the  penalty 
of  transportation  for  life  to  Norfolk  Island  or  Van 
Diemen's  Land. 

We  cannot  but  think  that  the  Reviewer  would  himself 
admit  that  his  argument  would  be  utterly  absurd  if  applied 
to  the  transactions  of  a  private  bank  of  deposit  and  discount. 
And  yet  the  absurdity  is  in  reality  increased  an  hundred- 
fold when  the  argument  is  applied  to  the  Banking  Depart- 
ment of  the  Bank  of  England.  The  Reviewer  admits,  in 
express  terms,  that  the  Act  of  1844  places  the  Banking 
Department  upon  the  same  footing,  in  every  respect,  with  a 
private  bank  of  deposit  and  discount ;  and  by  the  official 
accounts  to  which  the  reviewer  himself  refers,  the  Banking 
Department  had,  on  the  15th  May,  1 S-47,  exclusive  of  the 
proprietors'  capital  of  14,553,000/.,  available  absets  in  rest, 
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securities,    and   reserve  to   the  amount   of  29,920,000/. ; 
while  the  liability  on  account  of  deposits  and  seven  days' 
bills  amounted  to  no  more  than  13,894,000/.     And  yet  the 
reviewer   contends   that   this    great   establishment,   while 
holding  immediately  available  assets  exceeding  its  liabilities 
by  more   than  two-fold,  and  amounting  to  29,920,000/., 
would  have  stopped   payment   had   its  depositors   simul- 
taneously withdrawn  5,000,000/.  from  its  coffers.     Did  it 
never  occur  to  the  Reviewer,  that  had  deposits  amounting 
to  5,000,000/.  been  withdrawn,  it  would  have  been  the 
duty  of  the  Directors,  as  well  in  relation  to  the  safety  of 
their   own   establishment   as   to   their  power  of  affording 
commercial  accommodation,  to  have  sold  a  sufficient  amount 
of  securities  to  restore  the  reserve  to  a  safe  proportion  to 
the   liabilities  ?     Was    he    unable    to    perceive    that   by 
disposing  of  5,000,000/.  out  of  their  7,565,000/.  of  public 
securities,  their  reserve  would  have  remained  undiminished, 
while  their  liabilities  were  diminished  by  the  5,000,000/. 
withdrawn  by  their  depositors,  and  that  they  would  have 
been  thus  placed  in  a  more  secure  position  than  before, 
and    might    have    consequently   increased,    rather    than 
diminished,  their  accommodation  to  the  public?   On  the 
adequacy  of  the  reserve,  and  on  the  sufficiency  of  their 
securities  for  replacing  it  as  circumstances  may  require, 
must  no  doubt  depend  the  preservation  of  the  character, 
and  to  the  fullest  extent  the  existence,  of  every  banking 
establishment.     The  propriety  and  necessity  of  this  is  ob- 
vious; and  if  the  Reviewer  complains  that  the  Banking 
Department  of  the  Bank  of  England  is  subjected  to  this 
necessity,  and  contends  that  it  ought  to  be  exempted  from 
it,  let  him  show  upon  what  rational  grounds  such  exemp- 
tion can  be  claimed,  or  by  what  means  it  could,  if  granted, 
be  rendered  consistent   with   sound  management  of  the 
Banking  Department,  or  with  the  security  that  is  due  to 
the  public.     The  doctrine  emanates  from  a  most  imperfect 
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perception   of  the  true  principles  of  banking;  and  when 
clearly  stated,  its  absurdity  becomes  at  once  apparent. 

Again, — the  Reviewer  admits  that  the  Government  debt 
of  11,015,000/.,  with  2,984,900/.  of  public  securities,  and 
the  whole  of  the  bullion  on  which  notes  might  be  issued, 
were  appropriated  by  the  Act  as  a  security  to  the  public 
for  the  immediate  convertibility  of  the  circulation,  and 
were  confided  to  the  Issue  Department,  in  order  that  they 
might  be  applied  to  that  specific  purpose.  He  further 
admits,  that  the  treasury  of  the  Banking  Department  is 
placed  in  precisely  the  same  position  as  the  treasury  of  any 
of  the  banking  houses  in  Lombard  Street,  and  can  only 
obtain  gold  by  presenting  notes  ;  and  he  still  further 
admits,  that  this  appropriation  of  the  bullion  has  conferred 
on  the  public  the  important  advantage  of  securing  the  con- 
vertibility of  the  circulation  in  a  greater  degree  than  was 
attainable  under  the  former  law.  Nevertheless,  the 
Reviewer,  after  thus  amply  admitting  that  the  bullion  in  the 
Issue  Department  is  the  property,  not  of  the  Bank,  but  of 
the  public,  would  persuade  the  Directors  that  they  are 
hardly  dealt  with,  by  being  obliged  to  meet  the  demands 
of  their  depositors,  by  disposing  of  a  portion  of  their 
securities,  instead  of  being  allowed  to  swell  their  divi- 
dends by  appropriating  the  public  treasure  to  their  private 
uses. 

The  opponents  of  the  Act  of  1844  involve  themselves  in 
perpetual  inconsistencies  and  contradictions.  They  object 
to  the  measure  because  it  is  too  stringent,  and  because  it  is 
not  stringent  enough ;  because  it  does  too  much,  and 
because  it  does  too  little.  "While  urging  that  the  Banking 
Department  is  placed  in  an  objectionable  and  dangerous 
position  by  being  withheld  from  meeting  the  demands  of 
its  depositors,  either  by  a  creation  of  additional  notes  or  by 
appropriating  the  public  treasure  lodged  in  the  Issue 
Department,  they  at  the  same  time  contend  that  the  restric- 
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tions  imposed  upon  the  Banking  Department  are  insufficient 
to  withhold  the  Directors  from  dealing  with  their  deposits 
and  discounts  as  they  may  think  proper.  Mr.  Fullarton 
goes  the  length  of  contending  that  the  Act  must  be 
inoperative,  because  it  does  not  regulate  the  banking 
business  of  all  the  banking  establishments  of  the  United 
Kingdom,  and  imposes  no  limitations  on  the  amount  of 
bills  of  exchange,  the  transactions  of  the  clearing  house,  and 
all  the  various  forms  of  credit  by  means  of  which  exchanges 
are  effected  without  the  intervention  of  money,  in  the  first 
stage,  and  ultimately  adjusted  through  the  use  of  a  much 
smaller  amount  of  money  than  would  otherwise  have  been 
required.  After  entering  into  a  prolix  dissertation,  for 
the  purpose  of  showing  that  bank-notes  are  nothing  more 
than  a  form  of  credit,  and  that  their  agency  in  effecting 
purchases  and  influencing  prices  is  altogether  insignifi- 
cant as  compared  with  that  of  the  other  forms  of  credit, 
by  means  of  which,  in  an  active  commercial  country, 
the  transference  of  property  is  effected,  he  sums  up 
his  argument  in  the  following  peroration  : — 

"  And  now,  if  this  state  of  circumstances,  which  I  have 
been  endeavouring  to  explain  and  illustrate,  be  not  a  dream 
or  a  fiction, — if  it  be  true,  that  the  redundance  of  the 
circulating  medium  can  only  operate  on  prices,  and  through 
prices  on  exchanges,  by  means  of  the  additional  facilities 
which  it  is  supposed  to  afford  to  transactions  of  purchase 
and  sale,  and  the  consequent  augmented  demand  for 
commodities  ;  if,  further,  it  be  an  undeniable  fact  that 
nine-tenths,  or  some  other  very  large  proportion,  of  all  the 
transactions  of  purchase  and  sale  which  take  place  in  the 
kingdom  are  adjusted  without  the  intervention  of  money, 
properly  so  called,  at  all,  and  by  the  use  of  other  expedients 
of  credit  than  bank-notes  ;  and  if,  lastly,  the  supply  of 
some  of  those  expedients  of  credit  is  increasing  and 
inexhaustible,  utterly  beyond  the  reach  of  legal  restraint, 
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and  never  denied  to  any  one  who  has  occasion  to  use  them 
and  value  to  give  for  them,  stronger  evidence  surely  cannot 
well  be  desired   or  imagined  of  the  utter  hopelessness  of 
any  attempt  to  control   those  purchases   and   sales,  or  the 
fluctuations  of  value  which  they  engender,  by  any  officious 
tampering  with  the  free  supply  of  so  comparatively  insig- 
nificant a  portion  of  the  whole  mass  of  circulating  credit  as 
the  bank-notes,  and  that  portion  the  least  of  any  in  affinity 
with  those  great  operations  of  trade  by  which  the  course  of 
prices  and  exchanges  is  really  directed.     I  am  not  sensible 
of  having  exaggerated  any  circumstance  in  this  picture 
But  let  every  possible  exaggeration,  alleged  or  suspected, 
be  allowed  for,  and  the  end  which  you  propose  will  still  be 
found  far  out  of  the  compass  of  your  means.     Bank  notes 
are    the    small    change    of    credit,    the   humblest   of  the 
mechanical  organizations    through   which   credit   develops 
itself.     And  to  think  of  effectually  shackling  the  energies 
or  curbing  the  excesses  of  that  gigantic  power,  by  merely 
crippling  a  little  the  movements  of  this  its  inferior  member, 
is  much  the  same  as  if  Parliament,  in  one  of  those  fits  of 
legislative  mania  to  which  the  times  appear  so  encouraging, 
were,  by  way  of  laying  a  sumptuary  restraint  on  the  too 
free  indulgence  of  gin  and  tobacco,  to  propose  a  curtailment 
of  the  small  coinage  of  sixpences,  halfpence,  and  farthings, 
with  which  the  consumers  of  those  luxuries  are  in  the  habit 
of  defraying  their  pot-house  reckonings.     The  results  in 
both  cases  would  probably  be  the  same  ;  nor  would  the 
Legislature  be  likely  to  find  the  gin-drinkers  and  tobacco- 
smokers  more  tractable   subjects   of  experiment  than  the 
speculators  on  the  Royal  Exchange.     There  would  not,  in 
the  long  run,  be  consumed  one  gallon  of  gin  nor  one  roll  of 
tobacco  less.     When  men  have  commodities  to  exchange, 
or  credit  to  exchange  for  commodities,   you  do  not  prevent 
such  exchanges  by  denying  them  a  safe  and  convenient 
medium  for  the  traffic,  you  only  force  them  to  invent  for 


170 

themselves  some  expedient  less  safe  and  less  convenient." — 
Regulation  of  Currencies,  pp.  50,  51. 

This  irrelevant  declamation  may  be  disposed  of  by- 
proposing  two  simple  questions.  The  regulations  of  the 
Mint  are  adopted  for  the  purpose  of  so  regulating  the 
metallic  currency  that  it  shall  be  Lof  standard  weight  and 
fineness.  Are  the  regulations  of  the  Mint  abortive  because 
they  do  not  fix  the  amount  of  business  which  bankers  and 
bill-brokers  may  be  permitted  to  transact?  The  provisions 
of  the  Act  of  1844  were  adopted  for  the  purpose  of  so 
regulating  the  paper  currency  as  to  secure  its  immediate 
convertibility  into  standard  coin ;  can  their  failure  to  fulfil 
this  purpose  be  inferred  from  the  fact,  that  they  do  not 
limit  the  amount  of  cheques  which  may  be  exchanged  at 
the  clearing  house  ?  According  to  Mr.  Fullarton's  process 
of  ratiocination,  it  is  futile  to  effect  a  beneficial  object, 
because  it  would  be  impossible  to  effect  some  other  object 
which,  if  effected,  would  be  pernicious.  The  reader  has 
only  to  keep  steadily  before  him  this  consideration,  viz., — 
that  the  Act  of  1844  is  directed  to  one  object  only, — that 
of  keeping  the  bank-notes  at  all  times  equivalent  to  what 
metallic  money  would  otherwise  be  ;  to  subject  them  to  the 
same  variation,  and  maintain  them  at  the  same  amount^ 
and  he  will  at  once  perceive  that  all  these  objections  of 
Mr.  Fullarton  are  completely  wide  of  the  subject,  because 
they  are  equally  applicable  to  a  metallic  circulation,  as  to 
a  bank-note  circulation. 

Mr.  Danson,  although  a  more  close  and  consistent 
reasoner  than  Mr.  Fullarton,  yet  falls  into  a  similar  miscon- 
ception regarding  the  object  of  the  Act,  and  the  inadequacy 
of  its  provisions  to  impose  a  sufficient  limitation  on  the 
discretion  of  the  Bank.     He  tells  us — 

"  It  was  an  avowed  purpose  of  the  Act  to  prevent  the 
Bank  being  again  placed  in  certain  positions  undoubtedly 
dangerous,  in  which  she  has  stood  in  times  past,  and  into 
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which  she  has  been  brought,  as  has  been  asserted,  through 
the  want  of  a  due  care  in  the  exercise  of  the  discretionary 
power  intrusted  to  her  before  the  passing  of  the  Act.  The 
Act  purports  to  cure  the  evil  by  taking  from  her  the  power 
she  has  misused.  But  if  the  circulation  which  it  is  the 
purport  of  the  Act  to  make  fluctuate  with  the  bullion, 
includes  every  note  out  of  the  Issue  Department,  it  requires 
but  little  examination  to  show,  that  the  scope  still  left  to 
the  voluntary  operations  of  the  Bank  is  wide  enough  to 
enable  its  managers  to  place  the  establishment  in  a  position 
quite  as  improper,  in  reference  to  the  maintenance  of  its 
credit,  as  any  it  has  occupied  during  the  period  from  which 
the  instances  of  mismanagement  most  commonly  adduced 
have  been  drawn." 

In  this  passage  Mr.  Danson  falls  into  the  misconception 
of  supposing  that  it  was  the  object  of  the  Act  to  regulate 
the  business  of  the  Banking  Department.     But  this,  as  has 
been  repeatedly  shown,  was  no  object  of  the  Act.    It  placed 
the  Banking  Department  of  the  Bank  of  England  on  the 
footing  of  a  private  bank  of  deposit  and  discount.     It  did 
not  pretend  to  give  the  Bank  Directors  lessons  on   the 
rules  of  legitimate  banking.     It  gave  them  credit  for  so 
much  discretion  as  might  enable   them  to   conduct  their 
business  upon  the  principles  to  which  every  prudent  pri- 
vate banker  find  it  indispensably  necessary   to   conform. 
A  private    banker   may  mismanage   his    affairs   by  over- 
trading,   and    by   increasing    his    liabilities    beyond    their 
proper  ratio  to  his  reserve  ;  and  this  mismanagement  of 
that  portion  of  the  circulation  which  the  extent  of  his  busi- 
ness may  enable  him  to  command,  will  have  some  effect  in 
deranging  the  money  market.    In  like  manner,  the  Directors 
of  the  Bank  of  England  may  mismanage,  and  have  mis- 
managed, their  affairs  by  discounting   too  largely  at  one 
period,  and  by  placing  themselves  under  the  necessity  of 
recruiting    their   reserve    by   refusing    accommodation    at 
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another  ;  and  this  mismanagement  of  the  very  large  portion 
of  the  circulation  commanded  by  the  Bank  of  England 
may  create,  as  it  has  created,  a  derangement  of  the  money 
market,  strictly  analogous  in  kind,  but  beyond  comparison 
greater  in  degree,  than  the  derangement  which  could  re- 
sult from  the  mismanagement  of  the  comparatively  unim- 
portant portion  of  the  circulation  commanded  by  a  private 
banker.  Mr.  Danson  has  not  fallen  into  the  extraordinary 
misconception  of  objecting  to  the  Act  of  1844  on  the 
ground  that  it  does  not  interfere  with  the  banking  business 
of  a  private  banker  ;  yet  he  falls  into  a  misconception 
quite  as  extraordinary  when  he  objects  to  the  Act  upon 
the  ground  that  it  does  not  regulate  the  banking  business 
of  the  Banking  Department  of  the  Bank  of  England.  Mr. 
Danson  appears  to  be  blinded  by  the  ambiguity  of  the 
word  "bank."  The  Act  undertook  to  put  the  Bank  of 
England  under  effectual  restraint  as  a  bank  of  issue,  and 
it  has  done  this.  It  did  not  pretend  to  regulate  the  Bank 
as  a  bank  of  deposit  and  discount.  Mr.  Danson  could  not 
have  fallen  into  his  strange  misconceptions  regarding  the 
object  of  the  Act  had  he  adverted  to  the  distinct  and  unmis- 
takeable  statement  made  by  Sir  Robert  Peel,  in  introducing 
the  measure  to  Parliament — "  With  respect  to  the  Banking 
Department  of  the  Bank,  I  propose  that  it  shall  be  governed 
on  precisely  the  same  principles  as  would  regulate  any  other 
body  dealing  with  Bank  of  England  notes." — Speech  of 
Sir  Robert  Peel,  pp.  36,  37. 

To  objections  analogous  to  that  urged  by  Mr.  Danson  a 
silencing  answer  may  be  given  in  the  words  of  one  of  the 
most  eminent  and  accurate  thinkers  of  the  age — the  author 
of  "An  Essay  on  the  Formation  of  Opinion, "  and  of  a 
"Dissertation  on  the  Nature,  Causes,  and  Measures  of  Value." 

"  If  the  country  banks  have  erred  at  all,  it  has  not  been 
in  their  conduct  as  banks  of  issue,  but  in  their  conduct  as 
banks  for  discounts  and  loans,  a  matter  altogether  different 
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and  distinct,  with  which  the  Legislature  has  no  more  to  do 
than  with  rash  speculations  in  corn  or  cotton,  or  improvi- 
dent shipments  to  China  or  Australia. 

"  These  two  things  are  often  confounded,  and  many  of 
the  evils  which  have  been  attributed  to  mismanagement  of 
the  circulation,  to  improper  and  excessive  expansions  and 
contractions,  have  in  reality  proceeded  from  improper  dis- 
counts and  loans — transactions  which  would  take  place 
under  any  system  whatever,  and  the  evils  of  which  can  be 
remedied  only  by  a  progress  in  intelligence.  On  this  dis- 
tinction, indeed,  being  properly  understood  and  kept  in 
view,  will  depend,  in  a  great  measure,  the  wisdom  of  any 
decision  which  may  be  come  to  relative  to  the  great  ques- 
tion of  a  single  bank  or  a  multiplicity  of  banks  of  issue. 

"  No  one  would  be  mad  enough  to  attempt  to  interfere 
in  any  way  with  the  management  of  establishments  for 
borrowing  and  lending  money,  and  yet  it  is  not  too  much 
to  say  that  in  that  character  banks  are  of  far  greater  im- 
portance to  the  community  than  the  other ;  that  they  pro- 
duce far  more  extensive  consequences  by  the  regulation  of 
their  loans  than  they  can  produce  by  any  fluctuations  which 
they  have  the  power  of  effecting  as  banks  of  issue,  so  lono- 
as  their  paper  is  convertible.  Whatever  arrangements, 
consequently,  are  adopted  in  regard  to  the  currency,  the 
principal  sources  of  good  and  evil  in  the  system  of  banking 
will  continue. 

"  Supposing  country  issues  to  be  suppressed,  and  no 
paper  but  that  of  one  single  issuer  to  be  allowed,  the 
banks  would  still  be  at  liberty  to  make  any  loans  they 
might  think  proper.  All  the  effects,  whether  good  or  bad, 
produced  on  the  commerce  of  the  country  by  banking 
institutions  would  remain,  except  those  which  are  specifi- 
cally occasioned  by  local  paper.  Banks  properly  conducted 
would  then  be  of  the  highest  service  to  commerce,  as  they 
are  now,  while  banks  improperly  conducted,  making  im- 
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moderate  and  unwarrantable  advances  for  improvident 
undertakings,  and  risking  their  money  on  hazardous  or 
worthless  securities,  would  bring  great  evils  both  on  them- 
selves and  on  the  community ,  just  like  any  other  mercantile 
establishments  in  the  hands  of  bad  managers. 

"  It  is  necessary,  therefore,  in  order  to  arrive  at  sound 
conclusions  on  the  questions  before  us,  not  to  mix  up  the 
benefits  and  evils  of  the  trade  of  borrowing  and  lending 
capital  with  the  specific  effects  of  issuing  promissory  notes 

"  If  we  would  form  a  proper  judgment  of  the  compe- 
tency of  any  banks  of  issue  whatever  to  perform  their 
functions,  we  must  endeavour  to  attain  definite  views  of 
the  peculiar  advantages  and  disadvantages  of  that  sort  of 
currency  which  they  circulate. 

"  What,  then,  are  the  specific  effects  of  a  paper  cur- 
rency ?  What  are  the  resulting  advantages  and  disadvan- 
tages to  the  community,  and  what  are  the  institutions  best 
adapted  to  secure  and  properly  distribute  the  one  and  to 
avoid  the  other  ? 

"  A  few  brief  hints  in  answer  to  these  questions  are  all 
that  can  be  here  offered  to  the  reader. 

"  Every  one  must  see  on  reflection  that  there  are  two 
advantages  resulting  from  what  may  be  termed  a  credit- 
note  currency  such  as  ours — the  convenience  arising  from 
its  form  and  the  saving  of  capital. 

"  The  former  advantage  would  be  as  effectually  attained 
if  every  note  were  the  representative  of  an  actual  quantity 
of  gold  in  deposit ;  or,  in  other  words,  if  notes  were  not 
issued  to  a  greater  amount  than  the  coin  or  bullion  lodged 
in  the  bank  which  issued  them.  For  the  sake  of  distinct- 
ness in  the  present  discussion,  let  these  be  called  bullion- 
notes. 

"  The  latter  advantage,  viz.  the  saving  of  capital,  de- 
pends on  notes  being  issued  to  a  greater  amount  than  the 
bullion  held  in  deposit,  and  it  is  important  to  remark  that 
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it  is  the  sole  peculiar  advantage  necessarily  attending  sucli 
a  currency." — Defence  of  Joint  Stock  Banks,  p.  85. 

The  opponents  of  the  Act  of  1841  contend  that  it  must 
prove  futile  and  inoperative  ;  because,  while  it  provides 
for  the  convertibility  of  the  note  circulation,  it  does  not 
provide  for  the  convertibility  of  deposits,  book  credits,  and 
all  the  other  instruments  of  exchange  by  which  the  note 
circulation  is  economised.  Mr.  Danson,  who  is  much 
superior  to  his  leaders  in  distinctness  and  precision,  states 
this  objection  in  the  following  terms : — ei  It  is  well  known 
that  bills  may  be  discounted,  and  liabilities  to  pay  in  gold 
upon  demand  be  incurred,  by  the  granting  of  deposit 
credits  as  readily  and  effectually  as  by  the  issue  of  bank- 
notes ;  and  that  such  credits  may  be  used  more  conve- 
niently, and  quite  as  effectually,  by  way  of  transfer  of  one 
account  from  another,  as  by  drawing  out  notes  or  coin. 
And  thus  the  Act  of  1844,  though  it  effectually  provides 
for  the  payment  in  gold  of  every  note  issued  to  the  public 
in  excess  of  14,000,000/.,  only  provides  for  a  portion  of 
the  liabilities  of  the  Bank  to  pay  in  gold  on  demand,  and  a 
portion,  too,  which  may  sometimes,  at  the  will  of  the  Bank, 
become  the  smallest."* 

This  objection  to  the  Act  involves  a  distinct  affirmation 
that  it  has  accomplished  its  object.  It  "  effectually  pro- 
vides for  the  payment  in  gold  of  every  note  issued  to  the 
public  in  excess  of  14,000,000/."  Now,  as  the  notes  in 
excess  of  the  14,000,000/.  issued  upon  securities  have 
never,  even  under  a  destruction  of  floating  capital  greater 
than  had  ever  before  been  experienced,  been  less  than 
8,000,000/.,  it  follows  as  a  necessary  inference  that,  in 
providing  for  the  maintenance  of  a  reserve  of  bullion  equal 
to  the  excess  of  notes  above  14,000,000/.  issued  upon  secu- 
rities, the  convertibility  of  the  whole  note  circulation  would 


*  Accounts  of  the  Bank  of  England,  p.  19.  * 
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be  as  effectually  secured  as  if  the  whole  were  issued  upon 
bullion  actually  in  deposit  This  objection,  like  most  of 
the  others  urged  by  the  same  parties,  refutes  itself.  Its 
logic,  when  fairly  analyzed,  amounts  to  this  : — u  The  Act 
has  effectually  secured  its  object,  but  it  has  not  secured  the 
object  which  it  was  intended  to  secure,  because  it  has  not 
secured  another  object  which  it  was  not  intended  to 
secure."  All  banking  liabilities,  however  incurred,  whether 
by  the  Bank  of  England  or  by  other  banks,  are  sufficiently 
discharged  by  the  payment  of  bank  notes.  It  is  the  duty 
of  every  banking  concern,  and  in  that  its  good  or  bad  ma- 
nagement consists,  to  be  at  all  times  provided  with  the 
means  by  which  it  can  thus  discharge  its  liabilities  by  the 
payment  of  bank  notes.  Thus  far  the  duty  of  meeting  its 
own  liabilities  devolves  upon  each  separate  establishment. 
The  subsequent  duty  of  providing  for  the  convertibility  of 
the  notes  thus  paid  away  by  the  banks,  devolves  upon  the 
public ;  that  is,  upon  the  Government.  And  this  duty,  the 
only  one  which  legislation  has  properly  to  deal  with,  Mr. 
Danson  admits  has  been  effectually  provided  for  by  the 
Act  of  1844. 

The  utter  inconsistency  of  the  opponents  of  the  Act  in 
urging  this  objection  may  be  shown  in  another  way.  While 
they  contend  that  the  Act  is  futile  and  ineffectual,  becaus 
it  does  not  attempt  to  provide  for  the  convertibility  of  bills 
of  exchange,  deposits,  and  book-credits,  all  of  which,  by  a 
strange  departure  from  established  usage,  they  include 
under  the  term  "  circulation,"  they  do  not  themselves 
propose  that  the  test  of  convertibility  should  be  applied  to 
these  auxiliary  instruments  of  exchange.  They  are  the  most 
strenuous  advocates  for  the  test  of  convertibility,  but  they 
.pply  the  test  to  bank-notes  only,  and  not  to  the  so  called 
more  important  part  of  the  circulation.  The  distinction, 
therefore,  is  one  sanctioned  by  themselves.  The  Act  of 
1844  does  nothing  more  than  provide  the  means  of  securing 
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convertibility,  and  is  applicable  only  to  that  part  of  the 
medium  of  exchange  to  which  the  test  of  convertibility  is 
applied.  Do  the  opponents  of  the  Act  apply  that  test  to 
the  various  instruments  by  which  the  circulation  is 
economised  I  Do  they  apply  it  to  the  30,000,000/.  of 
deposits  in  the  banks  of  Scotland;  to  the  132,000,000/.  of 
bills  of  exchange  which  Mr.  Tooke  informs  us  are  in 
circulation  at  one  time  throughout  the  country,  or  to  the 
954,000,000/.  of  cheques  and  bills  which  are  adjusted  in  a 
single  year  through  the  clearing  house  in  London  ?  Quite 
the  contrary.  Mr.  Tooke's  plan  for  the  regulation  of  the 
currency,  which  Mr.  Fullarton  regards  as  the  best  which  has 
hitherto  been  devised,  is,  that  there  shall  be  held  in  the  Bank 
of  England  an  average  amount  of  8,000,000/.  of  bullion,  ex- 
clusively applicable  to  the  convertibility  of  the  bank-note 
circulation ;  while  Mr.  Wilson  proposes  that  the  amount 
of  bullion  maintained  under  the  existing  law  shall  be 
increased  by  10,000,000/.,  not  for  the  purpose  of  providing 
for  the  convertibility  of  deposits  and  bills  of  exchange,  but 
for  the  express  and  exclusive  purpose  of  securing  the 
convertibility  of  an  additional  issue  of  30,000,000/.  of  one- 
pound  notes.  And  these  are  the  parties  who,  with  an 
inconsistency  which,  had  it  not  been  actually  exhibited, 
could  not  have  been  believed,  object  to  the  Act  of  1844. 
In  all  the  arrangements  which  they  propose  for  the  better 
regulation  of  the  currency,  they  limit  the  test  of  converti- 
bility to  the  bank-note,  and  they  object  to  the  Act  because 
it  limits  that  test  as  they  themselves  would  limit  it.  They 
call  the  Act  ineffectual  and  foolish,  because  it  does  what 
they  propose  to  do.  They  argue  against — they  stultify 
themselves  when  they  object  to  a  measure  which  secure* 
the  object  they  are  most  desirous  to  secure,  because  it  does 
not  include  within  its  operation  things  which,  upon  their 
own  showing,  ought  not  to  be  included  in  its  operation. 
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